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MONDAY, FEBRUARY 27, 1956 


Unrrep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON HovusING, 
Washington, D. C. 

The subcommittee met, pursuant to call, in room 301, Senate Office 
Building, at 10:10 a. m., Senator John Sparkman (chairman of the 
subcommittee) presiding. 

Present: Senators Sparkman, Lehman, Capehart, and Payne. 

Senator SPARKMAN. Let the subcommittee come to order, please, 

This session of the Housing Subcommittee has been called in order 
to explore a situation brought to the attention of the subcommittee 
either by outside events or through the expressed desire of its members. 

As you all know, last year the Congress added a new title VIII to 
the National Housing Act. This title provided a new concept for 
the provision of military housing at or adjacent to bases where dwelling 
accommodations were not adequate. 

Last February 3, the first contract for construction of housing units 
under this new act was let. This contract provided for the construc- 
tion of 944.dwelling units to be constructed at Abilene Air Force Base, 
Abilene, Tex. 

As most of us here know, the new military housing bill provides 
under section 803(b)(3) that the mortgage of such a project shall not 
exceed (a) the FHA estimate of replacement cost; (6) an average of 
$13,500 per family unit; and (¢c) the bid of the eligible bidder. In 
this instance, FH A’s original replacement cost was $12,316,051. Each 
of the 12 bids received exceed FHA’s estimated replacement cost and 
would, therefore, under the statute appear to. have been invalid. 

Subsequently, however, FHA revised its replacement cost, using 
as a justification the provisions of a paragraph in a memorandum 
of agreement between the Department of Defense and the FHA. 
This states that under certain circumstances the military may request 
and the FHA may, if it desires, revise its replacement cost. 

Following the revision of the original replacement cost, the new 
replacement cost was determined to be larger than the lowest bid and, 
therefore, on February 3, 1956, a contract was signed between the 
military and .he successful bidder. 

Members of this subcommittee have a vital interest in seeing that 
adequate housing is provided for military personnel. The ranking 
minority member, Senator Capehart, has a special interest, inasmuch 
as many of the provisions of the bill that finally became law were 
originally in a bill submitted by him. I, too, as chairman of the 
Housing Subcommittee, supported the enactment of this legislation 
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and suggested certain changes. The subcommittee, therefore, is 
anxious that the military housing program proceed in an orderly 
manner and as quickly as possible. 

It would be a mistake, I believe, for this subcommittee not to be 
fully advised of the procedures under which a contract for housing 
under this new program is let. We would not wish to see precedents 
established which might rise to plague the program and the subcom- 
mittee and the Government departments involved in the future. For 
these reasons, I believe that a comprehensive review of the procedures 
involved in this operation is necessary and desirable. I would suggest 
that the presentation of the case begin with the procedure under 
which the plans were developed and continue through the actual 
signing of the contract. 

We have several witnesses. I think it may be well for most of 
them just to come and sit around the table. 

Mr. George Robinson, Deputy Special Assistant for Installations. 

Mr. Robinson, I wonder if you will come up and let those who are 
associated with you come up also and sit around the table with you. 
I think perhaps we will get by better in that way. 


STATEMENT OF GEORGE ROBINSON, DEPUTY SPECIAL ASSIST- 
ANT FOR INSTALLATIONS; ACCOMPANIED BY BRIG. GEN. C. 
PRATT BROWN, DEPUTY ASSISTANT CHIEF OF STAFF, IN- 
STALLATIONS; COL. HOLMES TROUTMAN, CHIEF OF THE 
FAMILY HOUSING DIVISION; AND FRED CLOSE AND RICHARD 
TALLY, ASSISTANTS TO COLONEL TROUTMAN, DEPARTMENT 
OF THE AIR FORCE 


Mr. Rosinson. Yes; I have a prepared statement, Mr. Chairman, 
I would like to have with me General Brown, who is Deputy Assist- 
ant Chief of Staff of the Air Force for Installations; and Colonel 
Troutman, who is Chief of the Family Housing Division in the Air 
Staff, and Mr. Fred Close and Mr. Richard Tally, who are special 
assistants to Colonel Troutman in the Housing Division. 

Senator Sparkman. Thank you. 

If you gentlemen will be seated, you may proceed with your state- 
ment, Mr. Robinson. . 

Mr. Rostnson. Mr. Chairman, you have invited us to appear be- 
fore your subcommittee for the purpose of outlining the several steps 
taken in connection with the award of the contract for the family 
housing project at Abilene Air Force Base, Tex. 

I have already introduced the gentlemen who are assisting me, who 
are intimately connected with this particular project. 

Public Law 345, The Housing Amendments of 1955, was approved 
on August 11, 1955. Shortly thereafter representatives of the Federal 
Housing Commissioner and the Assistant Seoutnen of Defense began 
a series of consultations on a memorandum of agreement to implement 
the new title VIII. A series of three papers were signed on Septem- 
ber 14, 1955, which prescribed the procedures for determining and 
approving the number of units to be constructed; the second one on 
October 27, 1955, pertained to the architectural and engineering 
services, and the last one on December 6, 1955, covered the bidding 
and elosing procedures and documents. 
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The first or pilot project ready for processing under this statute was 
the 944-unit family housing project at the Abilene Air Force Base, 
Tex. The design of this project had been started as a Wherry project. 
After the passage of Public Law 345, the plans and specifications were 
revised to bring them within the new act which had a $13,500 per 
unit cost ceiling. The revisions with the necessary refinements and 
corrections were om? by early December at approximately the 
same time when the bid documents became available. This project 
was designed for two separate mortgages so as to generate as much 
interest in the project by mortgage investors as possible. Soon after 
December 6 “a prior to the issuance of full instructions by the Federal 
Housing Commissioner, the Fort Worth insuring office issued its 
appraisal and eligibility statements dated December 12, 1955, for 

A project No. 113-81001 and project No. 113-81002. A copy of 
these statements were made available to all interested bidders with the 
invitation for bids issued on December 17, 1955. 

The bids were opened on January 26 in a public opening at 2 p. m., 
c. s. t., at Fort Worth, Tex., approximately 40 days after the invita- 
tion. The extra 10 days were allowed because of the holiday season. 
The appraisal and eligibility statements specified an amount of 
$12,316,051 as the FHA total estimated replacement cost of the 
944-unit project and included estimated amounts for bid and per- 
formance bond during construction of $70,950; financing expense, 
$123,160; interest on construction loan, $246,320; hazard insurance 
during construction, $98,841; inspection fee, $61,580; builder’s fee 
(based on 5 percent), $547,226; architectural-engineering design fee, 
$151,500; FHA filing, processing, and commitment fee, $36,949; 
legal expense, $12,000; and FHA mortgage insurance during con- 
struction, $2.00. 

A copy of the several forms of contractual instruments to be used 
in connection with the project were furnished to each prospective 
bidder; for example, the housing contract, letter of acceptability, 
lease, guaranty with respect to mortgage payments, guaranty with 
respect to property taxés and assessments, and building loan agree- 
ment. The contents of these instruments indicate in detail to each 
prospective bidder the terms of the obligations between the bidder, 
mortgagee, FHA, and the Air Force. 

The bidders were advised that the maximum insurable mortgage 
may not exceed the lesser of three items, being (1) amount of the lowest 
acceptable bid; (2) FHA total estimated replacement cost of the prop- 
erty or project; or (3) an average per family unit of $13,500 less the 
estimated value of any usable utilities within the property or project 
owned by the Government or furnished by other than mortgage 
proceeds. 

There were 11 bids received at the public opening and each bidder 
appeared to be a substantial construction concern. The low bid was 
submitted by C. H. Leavell & Co. and Dan R. Ponder, Inc., as a joint 
venture, both of El Paso, Tex., in the amount of $12,493,974, or the 
equivalent of $13,235 per unit. The second bid was $100,765 over 
the low bid and the third bid was $140,175 higher than the second bid. 

The agreement between the Commissioner and the Assistant Secre- 

ry of Defense ae among other things that the Commissioner 
will be consulted by the military department prior to the determination 
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of the lowest acceptable bid for the purpose of ascertaining. whether 
the bids show adequate financial responsibility or sufficient experience 
in constructing housing of the type called for by the invitation. The 
Air Force delivered one copy of each bid and supporting credit data 
to the director of the Fort Worth insuring office with a request for a 
statement as to whether the lowest bidder was acceptable to the 
Commissioner for issuance of a commitment for mortgage insurance. 

It was recognized that the low bid was $177,923 higher than the 
FHA estimated replacement cost. The agreement of December 6, 
1955, included under section 9 the following: 

(1) If bids within a narrow price range are received from two or more respon- 
sible bidders, but none are acceptable because none.is equal to or less than the 
FHA’s estimated ‘‘replacement cost of the property or project,’’ FHA will, upon 
the request of the military, reexamine such estimated replacement cost and may 
(but is not obligated to) revise its appraisal and eligibility statement in order to 
avoid the necessity of rejecting all bids. 

In pursuance of this provision a request was made to the FHA to 
reexamine its estimated replacement cost. Upon such reexamination 
the replacement cost was reestimated at $12,500,254. This was a 
determination upon reexamination that the FHA was willing to insure 
a mortgage in this amount. Notification was not given to bidders 
that the Air Force had requested reexamination by FHA of its re- 
placement cost. 

Subsequently, the director of the Fort Worth insuring office indi- 
cated that the low bid submitted by Leavell and Ponder was accept- 
able. The matter was referred by the Air Force to the Office of the 
Commissioner in Washington, who advised that the low bidder was 
acceptable to the Commissioner. 

Thereupon, the Under Secretary of the Air Force signed and issued a 
letter of acceptability to the low bidder on February 3, 1956. 

At the moment, the low bidder, C. H. Leavell & Co. and Dan R. 
Ponder, Inc., is in the process of arranging their financing for the 
project, obtaining a commitment for mortgage insurance from the 
FHA in Fort Worth, arranging for a corporate surety bond, title insur- 
ance with a title company, and all necessary legal papers to effect a 
formal closing of the project and endorsement of the note for pat laage 
insurance. The closing transaction should be accomplished within the 
next 2 weeks. 

We anticipate that construction will start on or about March 15 
or less than 49 days from the opening of the bids. All 944 units should 
be occupied prior to March 15, 1957, at which time the Abilene Air 
Force Base can be expected to be fully operational. 

Senator SparKMAN. Thank you, Mr. Robinson. 

Senator Capenart. May I make a statement? 

Senator SPARKMAN. Yes, in just a minute. 

I wonder, Mr. Robinson, if those three papers that you referred to 
right at the very beginning of your statement could be submitted for 
the record? 

Mr. Roprnson. The three agreements? 

Senator SparKMAN. Prescribing the procedures for determining, 
and approving, and so forth. You say a series of three papers. The 
first was the procedures for determining and approving the number 
of units to be constructed. The second pertained to the architectural 
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and engineering services, and the third covered the bidding and 
closing procedures and documents. 

Mr. Rosinson. Yes. I think those have been made available and, 
if not, we will supply additional copies to the staff. 

Senator SpARKMAN. Thank you. 

(The documents referred to follow:) 


SEPTEMBER 14, 1955. 
MEMORANDUM OF AGREEMENT 


INTRODUCTION 


For the purpose of providing family housing as authorized by title IV of Public 
Law 345, 84th Congress, the Assistant Secretary of Defense (Properties and 
Installations) and the Federal Housing Commissioner hereby agree as herein- 
after set forth to certain requirements, interpretations and procedure under that 
title. This document is limited to the certification of need, which is herein desig- 
nated as article I. Subsequent documents will cover other aspects of the Agree- 
ment relating to that act. Amendments to this Agreement may be proposed at 
any time as experience dictates. 

For purposes of this Agreement the following definitions shall apply: 

(a) “Secretary” means the Secretary of Defense or such other official im the 
Department of Defense as may be designatod. 

(b) “Commissioner” means the Federal Housing Commissioner or such other 
official in the Federal Housing Administration as may be designated. 

(c) “FOD” means the Field Office Director of the local FHA office in whose 
area the particular project is located, or such other official in his office as may be 
designated. 
™ (7) “Military” means the Secretary of the Department of Navy, Army or Air 
Force, as the case may be, whose Department is undertaking the particular 
housing project or such other official or officials in his Department as may be 
designated. 

(e) ‘“‘Military Installation” means the installation at or near which the par- 
ticular housing project will be constructed. 

Both the Secretary and the Commissioner will expedite action in all interested 
offices and at all levels of their organizations relative to matters that are the sub- 
ject of this Agreement, and each will use every available means at their disposal 
to assure that the purposes of title IV of Public Law 345, 84th Congress, are 
accomplished in accordance with the spirit and intent of that law. 


ARTICLE I. CERTIFICATION OF NEED 


Sec. 1. The Military will initiate DD Form 874 (Certificate and Approval) by 
completing parts I, II, and III thereof. The original and three copies of such 
form will be presented to the FOD. 

Src. 2. If PHA concurs in the need therein certified, part IV of such form will be 
executed by the FOD with such modification as may be appropriate. The orginal 
of DD Form 874 will then be returned to the Military for submission to the 
Secretary for execution of the approval with respect to all or such portion of the 
housing units as the Secretary shall determine. 

Sree. 3. If the FOD does not concur in the need therein certified, or concurs in 
only a portion thereof, and the FOD and Military are unable to resolve their con- 
flicting views, the FOD will reduce his views to a full written factual report and 
recommendation, which will expeditiously be submitted to the Commissioner 
(with a copy to the Military), together with the DD Form 874 uncompleted as to 
part IV. Thereafter, the Commissioner will complete part IV of such form indi- 
cating the maximum number of proposed housing units, if any, in which he concurs 
and shall append thereto a statement as to the basis upon which the Commissioner 
reached his final determination and a request for the Military to guarantee the 
Armed Services Housing Mortgage Insurance Fund, if he so requires. 

Suc. 4. The Commissioner’s determination on DD Form 874 and the reasons 
therefor, together with a request, if any, to guarantee, shall be transmitted to the 
Military and thereafter be forwarded to the Secretary with the recommendations 
of the Military. 

Sec. 5. The Secretary will execute the approval (part V of DD Form 874) for 
such number of housing units as he deems appropriate, provided that, the execu- 


74479—56——_2 
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tion of the approval for a number of housing units in excess of the number con- 
curred in by the Commissioner shall constitute authority for the Military to 
guarantee the Armed Services Housing Mortgage Insurance Fund from loss, if 
required by the Commissioner. 

Sec. 6. The original of the approved DD Form 874 will be forwarded to the 
Military for transmittal to the Commissioner. The Military will attach such 
guaranty as is authorized and appropriate. 


FRANKLIN G. FLOETE, 
Assistant Secretary of Defense (Properties and I nstallations). 
Norman P. Mason, 
Federal Housing Commissioner. 


OcToBER 27, 1955. 
MEMORANDUM OF AGREEMENT 


For the purpose of providing family housing as authorized by title IV of Public 
Law 345, 84th Congress, the Assistant Secretary of Defense (Properties and 
Installations) and the Federal Housing Commissioner hereby agree to certain 
additional requirements, interpretations and procedures under that Title as 
hereinafter set forth. This document is supplementary to the Memorandum of 
Agreement dated September 14, 1955, and shall be deemed to be a part thereof. 


ARTICLE II. ARCHITECTURAL AND ENGINEERING SERVICES 


Sec. 1. Upon the approval of the housing project, the Military will procure 
the necessary architectural-engineering services in accordance with section 406 
of Public Law 345, 84th Congress, and such other standards and procedures 
consistent therewith as the Military may prescribe. 

Sec. 2. The Military will utilize an architect-engineer contract. Such contract 
may provide, among other things, that architect-engineer services be rendered in 
stages, Preliminary Planning and Final Planning. The Preliminary planning 
is intended to test the feasibility of the housing project in the light of the mortgage 
limitations, the FHA requirements, and the military needs. he Final Planning 
covers all work necessary to secure military approval and the issuance of the Final 
Appraisal and Eligibility Statement by FHA. Such contract will also provide: 

(a) for consultation by the architect-engineer with the FOD in both 
preliminary and final stages for purposes of assuring that the housing project 
is financially feasible and that the plans, specifications, and other data will 
meet FHA requirements; 

(b) for preparation of plans, specifications and other data which will meet 
the requirements of FHA and conform to military procurement requirements 
under section 3 of the Armed Services Procurement Act of 1947, as amended. 
The FHA agrees to consider plans, specifications, and other data conformin 
to such procurement requirements as describing acceptable materials an 
products and will determine its estimated replacement cost on that basis. 

(c) that plans, specifications, and other data may include the use of 
alternate materials and alternate types of construction, including pre- 
fabrication, which provide substantially equal value, provided they conform 
to the requirements of FHA. 

(d) that the plans, specifications, or other data may at the direction of the 
Military indicate that certain site improvement items are to be provided 
by other than the mortgagor-builder. 

Sec. 3. As soon as possible after the Military selects the architect-engineer it 
will submit FHA Form , Request for Preliminary Appraisal and Eligibility 
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Statement, to the FOD, and the architect-engineer will initiate his consultations 
with the FOD. When the preliminary sketches including typical floor plans, 
elevations, sections, and the preliminary site development plans are completed 
together with the cost estimates thereof, the FOD will issue FHA Form , 
Preliminary Appraisal and Eligibility Statement, a copy of which is attached. 
This statement will show the tentative feasibility of the housing project. The 
FOD will forward a copy of such statement to the FHA Comptroller in Washing- 
ton who will bill the Military, at the Washington level, at the rate of $0.75 for 
each $1,000 of the maximum insurable mortgage shown on such statement. 

Sec. 4. The Mili will submit to the FOD FHA Form , Request for 
Final Appraisal and Eligibility Statement, if it determines to proceed with the 
housing project. When the plans, specifications, and other data required by 
FHA are completed, cost estimates determined and insurable limits established, 
the FOD will issue FHA Form ——,, Final Appraisal and Eligibility Statement, 
a copy of which is attached. The FOD will forward a copy of such statement 
to the FHA Comptroller in Washington who will bill the Military, at the Washing- 
ton level, an amount equal to $1.50 for each $1,000 of the maximum insurable 
mortgage shown on such statement less the amount previously billed for the 
Preliminary Appsaisal and Eligibility Statement. The total amount of the 
appraisal and eligibility fee will be refunded to the Military by the FHA after 
the successful bidder or its mortgagee has been given a commitment to insure 
by FHA and after the commitment fee has been deposited with the FHA. 

Sec. 5. In determining the estimates and values required by the appraisal and 
eligibility statements, the following terms as used in section 803 (b) (3) Title VIII 
of the National Housing Act, as amended, are understood and agreed to have the 
following meanings: 

(a) “replacement cost of the property or project’ (on-site) means the estimated 
cost of all on-site labor, materials, equipment, services, improvements to land, 
and fees (such as legal, organizational, commitment, and application), which 
the posers vel is required te provide in connection with the proposed 
aoe project and which are intended to be financed from the mortgage 
proceeds. 

(b) “usable utilities within the boundaries of the property or project where owned 
by the Government and not provided for out of proceeds of the mortgage’ means the 
estimated value or cost of all items (or portions thereof as hereinafter provided) 
of whatever nature which have been provided or will be provided by the 
Government and for which the Government will not be reimbursed out of 
the mortgage proceeds, provided such item or items (i) are permanently 
affixed to, in, or over the land, (ii) are located within the boundaries of the 
housing project, and (iii) will, in whole or in part, be used to provide water, 
sewage and garbage disposal services, electricity, gas, central heating, or 
telephone service to the housing project. The estimated cost of such utilities 
shall be limited to the size and capacity necessary to serve the needs of the 
subject project. Excess size, length, or capacity provided for uses beyond 
the n for subject project, or for other uses, will not be considered in the 
estimate of replacement costs, or as a reduction of the maximum mortgage 
limitation. 

(c) “maximum insurable mortgage’? means the replacement cost of the 
property or project or the bid of eligible bidder, whichever is lower. Pursuant 
to the provisions of section 803 (b) (3) (B) of the National Housing Act, as 
amended, the sum of such replacement cost and the value of “any usable 
utility” shall not exceed an average of $13,500 per family unit. 

FranKLIN G. FLOETE, 
Assistant Secretary of Defense (Properties and Installations) . 
Norman P. Mason, 
Federal Housing Commissioner. 





8 MILITARY HOUSING AT ABILENE AFB 


FHA Form --_- 


FEDERAL Housinc ADMINISTRATION 
PRELIMINARY APPRAISAL AND ELicrBiLiry STATEMENT 


FOR ARMED SERVICES HOUSING MORTGAGE INSURANCE 
UNDER TITLE VIII OF THE NATIONAL HOUSING ACT AS AMENDED 


Pursuant to your request, dated - this Administration 
has considered preliminary sketches and site development plans prepared in 
connection with the proposed Armed Services Housing Project described in 
Schedule A below. 

The amount of the maximum insurable mortgage, the FHA total estimate of 
replacement cost of the property or project, the FHA total estimate of any 
usable utilities and the FHA estimate for such part of such property as is attrib- 
utable to dwelling use are all tentative and subject to revision. These tentative 
amounts are indicated in Schedule B. 

This statement is based upon the condition that the tentative amounts shown 
in Schedule B are solely for planning purposes and that prior to the expiration 
date of this statement, an Application for Final Appraisal and Eligibility State- 
ment for the housing project described in Schedule A below will be presented to 
this Administration by the appropriate military department. 

This statement shall terminate 120 days from the date hereof unless renewed or 
extended in writing by the Commissioner. 


FEDERAL Hovusinc CoMMISSIONER 





(Name of military installation) (Location) 


Number of family units -_..._-_--- 3 


SCHEDULE B 


Tentative maximum insurable mortgage $ 
FHA total tentative estimate of replacement cost of the property or project $ 


the property or project when owned by the United States and not to be provided 
for out of mortgage proceeds $ 

FHA tentative estimate of the replacement cost of such part of the property or 
project as is attributable to dwelling use $ 

Estimated costs of off-site improvements $ 

Usable utilities which have been provided by the Government and which are not 
to be reimbursed out of mortgage proceeds 
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FHA FORM 


FEDERAL HovusiInG ADMINISTRATION 
FINAL APPRAISAL AND Enicrspitiry STATEMENT 


FOR ARMED SERVICES HOUSING MORTGAGE INSURANCE 
UNDER TITLE VIII OF THE NATIONAL HOUSING ACT AS AMENDED 


Pursuant to your request, dated , 19__, this Administration 
has considered the plans and specifications developed in connection with the 
proposed Armed Services Housing Project described in Schedule A below. The 
maximum insurable mortgage, FHA total estimate of replacement cost of the 
property or project, FHA total estimate of the value of any usable utilities and 
FHA estimate for such part of such property as is attributable to dwelling use 
are indicated below in Schedule B. These estimates are subject to revision after 
issuance of a final Wage Determination by the Secretary of Labor for this project 
and subject to revision for changes approved by this Administration. 

This statement is based upon the condition that prior to the expiration date of 
this statement, an application will be presented to this Administration by an 
approved mortgagee with respect to a loan to be made to a borrower satisfactory 
to the Commissioner. 

This statement shall terminate 120 days from the date hereof unless renewed 
or extended in writing by the Commissioner. 

. FEDERAL Hovusine CoMMISSIONER 
Wause. .VLAS dee ddd 2. ais 


(Date) (Authorized Agent) 


SCHEDULE A 


(Name of Military Installation) (Location) 
Number of family units. __.-.-...---. Number of rooms 





SCHEDULE B 


Maximum insurable mortgage $ 

FHA total estimate of replacement cost of the property or project $ 

FHA estimated value of usable utilities within the boundaries of the property or 
project where owned by the United States and not to be provided for out of 
mortgage proceeds $ 

Replacement cost of such part of the property or project as is attributable te 
dwelling use $ 

Estimated costs of off-site improvements $ 

Construction period 


Items included in the estimate of re- Usable utilities which have been or will 
placement cost: be provided by the Government and 
. .--- Bid and performance bond which are not to be reimbursed out 
. .... Financing expense of mortgage proceeds: 
3. .... Interest on construction loan 
Hazard insurance during con- 
struction 
Mortgage insurance during 
construction 
6. Builder’s fee 
7. Architect-engineer design fee by the Government and for which the 
8. .... Filing, processing, and com- Government will not be reimbursed 
mitment fee out of mortgage proceeds: 
9, Legal expense ake 


10. ._.. Sales taxes (where applicable) 
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DecEeMBER 6, 1955. 


MEMORANDUM OF AGREEMENT 


For the purpose of providing family housing as authorized by title IV of Public 
Law 345, 84th Congress, the Assistant Secretary of Defense (Properties and 
Installations) and the Federal Housing Commissioner hereby agree to certain addi- 
tional requirements, interpretations and procedures under that title as herein- 
after set forth. This document is supplementary to the Memorandum of Agree- 
ment dated September 14, 1955, as heretofore supplemented on October 27, 1955, 
and shall be deemed to be a part thereof. 


ARTICLE ITI. BIDDING AND CLOSING 


Sec. 1. Upon the approval by FHA of the Drawings and Specifications and the 
issuance of the Final Appraisal and Eligibility Statement by the FOD, the Mili- 
tary will advertise for bids for the construction through mortgage financing of the 
housing project in accordance with section 3 of the Armed Services Procurement 
Act of 1947, as amended, and such military procurement regulations as may be 
applicable. 

Yt ec. 2. The Military will use an Invitation for Bids substantially in the form 
attached hereto, together with such additional or alternative provisions not in- 
consistent therewith. 

Sec. 3. The Military and FHA have developed for use in connection with the 
bidding and closing procedure certain additional forms, which may be modified 
from time to time. These additional forms shall include, among others, the 
following: 

(a) FHA Form 2013W, Application for Mortgage Insurance; 

(b) FHA Form 2417, Personal Financial and Credit Statement; 

(c) Bid Form; 

(d) Form of Appraisal and Eligibility Statement (Preliminary and Final); 

(e) Form of Lease with mortgagor-builder corporation; 

(f) Form of Building Loan Agreement; 

(g) Form of Housing Contract; 

(h) Forms of Guaranty to be executed by the Military (with respect to 
notes and other legal instruments); and 

(i) Form of Letter of Acceptability. 


Sxc. 4. The Commissioner will be consulted prior to the determination of the 
lowest acceptable bid. Bids which do not show, and which cannot be amplified, 
except by amendment, to show, adequate financial responsibility or sufficient 
experience in constructing housing of the type called for by the Invitation for 
Bids may be rejected. The Military will deliver one copy of each bid and sup- 

orting credit data to the FOD with a request for a statement as to whether the 
owest bidder is acceptable to the Commissioner for the issuance of a Commitment 
for Mortgage Insurance. If the lowest bidder is not acceptable to the Commis- 
sioner, the Commissioner will state that fact and further state whether the next 
lowest bidder is acceptable. 

Sec. 5. In view of the participation by the Commissioner in the processes lead- 
ing to approval of the certification of housing need and in the appraisal of bids 
the Commissioner agrees to accept the delivery to FOD of a copy of the executed 
Letter of Acceptability as evidence of the acceptability of the bidder named 
therein for the purpose of issuing the Commitment for Insurance. 


ARTICLE IV. GENERAL PROVISIONS 


Sec. 1. Armed Services Housing Projects will be advertised and rapes 
upon the basis of FHA insurance upon advances during construction, unless 
otherwise agreed. 

Sec. 2. The Military will, upon initial endorsement of the mortgage note for 
mortgage insurance by the Commissioner, deliver to the mortgagee its guaranty 
of payment thereof effective upon final endorsement of the note for mortgage 
insurance by the Commissioner. Such guaranty will provide for payment accord- 
ing to the terms of the note to the extent that advances against it are approved for 
insurance. The Commissioner will require complete amortization of such notes 
by periodic payments. The note will have a maturity not to exceed 25 years and 
will bear interest (exclusive of premium charge for mortgage insurance) at a 
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rate not to exceed 4 per centum per annum of the principal obligation outstanding 
at any time. The mor e insurance premium will be $1.00 per project for the 
construction period and % of 1 percent of the average outstanding balance there- 
after of the insured mortgage; except that the rate shall be reviewed and revised 
on July 1, 1959, and at the end of each 3-year period thereafter by the FHA 
Commissioner and the Secretary of Defense, or their designees, to a rate justified 
by the loss experience of the Armed Services Mortgage Insurance Fund. 

Sec. 3. The Commissioner will require the mortgagor-builder to deliver to the 
mortgagee a legal instrument which obligates the mortgagor-builder to hold the 
mortgagee harmless against real or personal property taxes and assessments levied 
against the housing project, including the project site. The Military will guar- 
antee to the mortgagee and the Commissioner, as their interests may appear, the 
payment of the obligations under such legal instrument reserving the right to con- 
test the core | and validity of any taxes or assessments prior to payment thereof. 

Sec. 4. In recognition of the undertakings of the Military as set forth in this 
Memorandum of Agreement, the following will not be required in connection 
with any housing project: 

(a) Escrows or other provisions for working capital. 

(b) Payments of, or provisions for, real and personal property taxes and assess- 
ments other than as provided in section 3 of this Article IV. 

(c) Escrows or other provisions for hazard insuranee after the date of com- 
pletion of the housing project and delivery of the capital stock of the mortgagor- 
builder to the Military. d 

(d) Escrows or other provisions for replacement of any item or portion of the 
housing project. 

(e) Eserows or other provisions for maintenance and operation of housing units 
after a determination of their availability for occupancy. 

(f) Eserows or other provisions for off-site improvements or utilities other than 
the assurance of the Military. 

(g) Escrow of funds based upon any disparity between the lowest acceptable 
bid and FHA’s estimated replacement cost. 

(h) Imposition of any inspection fees by the Commissioner. 

Sec. 5. FHA will, in its evaluation process, give consideration to the following 
cost elements, among others: (1) Length of construction period, (2) financing ex- 
pense or service fee, (3) builders’ risk or hazard insurance during construction, 
(4) mortgage insurance premium during construction, (5) bid or performance bond, 
(6) legal and organizational expenses with respect to mortgagor-builder, (7) sales 
or use tax, if applicable, on materials used during construction, and (8) inspection 
fees. 

Sec. 6. The Commissioner will not hold stock in the mortgagor-builder. 

Sec. 7. In view of (i) the limitations under section 803 (b) (3) of the National 
Housing Act, as amended, on the maximum principal amount of the mortgage 
which may be insured by the Commissioner, (ii) the waze and labor requirements 
of the Davis-Bacon Act and of section 212 (a) of the National Housing Act, as 
amended, and (iii) the interests of the United States, the amount of the Housing 
Contract may be revised to reflect adjustments in the bid pri e or estimated 
replacement cost, or both, as a result of (1) the making by the Secretary of Labor 
of the Prevailing Wage Determination for the Housing Contract, (2) construction 
changes encountered during ccnstruction, or (3) necessary modifications within 
the scope of the work under the Housing Contract. 

Sec. 8. No changes in the Drawings and Specifications, or other modification of 
the Housing Contract, proposed by the elizible builder will be approved by the 
Military except (i) to meet changed conditions encountered during construction, 
(ii) to correct deficiencies in the Drawings and Specifications discovered during 
construction or (iii) to effectuate certain provisions of the Housing Contract 
designed for the protection of the Military, such as those relating to inspection 
procedures, procedures necessary under emergency conditions to save life or 
property, deductions for uncorrected work, adjustments with respect to Federal 
excise taxes and other provisions. The Military does not propose to process 
changes in or other modifications of the Housing Contract for the primary purpose 
of providirg higher cost housing that that contemplated by the Drawings and 
Specifications or for providing extras. 

etait The following principles shall apply if necessary to secure an accept- 
able ; 

(1) If bids within a narrow price range are received from two or more responsi- 
ble bidders, but none is acceptable because none is equal to or less than FHA’s 
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estimated ‘replacement cost of the property or project,’”’ FHA will, upon the 
request of the Military, reexamine such estimated replacement cost and may 
(but is not obligated to) revise its Appraisal and Eligibility Statement in order 
to avoid the necessity of rejecting all bids. 

(2) The Invitation for Bids may provide for additive or alternate items in 
such manner as to allow the unequivocal determination of the lowest acceptable 
bid. The FHA will, upon the request of the Military, prepare alternate Appraisal 
and Eligibility Statements corresponding to the Invitation for Bids. 

(3) The Invitation for Bids may provide for deductive items (other than 
“usable utilities within the boundaries of the property or project where owned 
by the Government and not provided for out of proceeds of the mortgage’’) 
which may be eliminated from the bids of the eligible builder in order to secure 
an acceptable bid. 

Sec. 10. The Military, acting on its own behalf and as agent for the Com- 
missioner, will make all inspections required during the construction of the 
housing project, and the Military and the Commissioner will waive all inspection 
fees payable to the FHA. The Military will advise the FOD the amount of the 
inspection fee to be included in the appraisal and eligibility statement. The 
Military will inspect to determine, among other things, whether the eligible 
builder or any subcontractor is meeting the prevailing wage and other applicable 
labor requirements, and whether the construction is proceeding in accordance 
with uhe Housing Contract, ineluding the Drawings and Specifications, and 
applicable schedules and report any violations thereof to the Commissioner. 
As a condition precedent to the approval by the Commissioner of any advance 
of funds to the mortgagor-builder, the Commissioner will require thav there be 
filed with him an inspection certificate, FHA Form No. 2449 (Project Inspection 
Report) certifying the percentage of completion itemized according to the Trade 
Payment Breakdown annexed as Exhibit A to the Housing Contract plus esti- 
mated cost of the acceptable materials stored on the site and compliance with all 
of the provisions of the Housing Contract. The FHA will accept the decision of 
the Military with respect to workmanship and quality of materials. The FHA 
will accept the decision of the Military as to compliance or noncompliance with 
any statutory requirements, including labor requirements, imposed upon the 
eligible builder in accordance with the provisions of the Housing Contract, and 
as to any default or failure of the eligible builder otherwise to comply with the 
terms and provisions of the Housing Contract. Any violation as to labor pro- 
visions reported will be investigated by the Military who will make the determina- 
mination as to whether or not a remedy has been perfected, prior to the final 
advance of mortgage proceeds. 

Sec. 11. The mortgagor-builder will have a paid-in capital of $1,000, which is 
the amount of the consideration to be paid the Military for the leasehold interest 
in the housing project site. After the payment of such consideration, the mort- 
gagor-builder will hold no assets other than the leasehold interest and contractual 
rights. At the time of the closing, the capital stock of the mortgagor-builder will 
be endorsed to the Military (or in blank, as the Military may require) and irre- 
vocably deposited in escrow with the mortgagee for delivery to the Military upon 
the determination by the Commissioner of the completion of the housing project. 

Sec. 12. When DD Form 874 (Certificate and Approval) has been executed by 
the FOD and the Secretary of Defense indicating in item 11 the need for the 
acquisition of real estate and the use of appropriated funds for off site improve 
ments, the approval of this form will constitute a determination by the Secretary, 
after consultation with the Commissioner, that such housing projects should be 
constructed and that the expenditure of appropriated funds is essential to the 
construction of satisfactory housing as required by section 505 of Public Law 155, 
82nd Congress. ' 

Sec. 13. If the Military intends to furnish any or all utility services to the eligi- 
ble builder during the construction period, the Commissioner will accept a state- 
ment from the Military to that effeet as assurance that such services will be fur- 
nished by the Military. The Commissioner will not require assurance of avail- 
ability of utility services after the completion of the housing project. 

Sec. 14. Off-site improvements and utilities necessary to housing projects will 
be furnished or arranged for by the Military from sources other than mortgage 
proceeds. The Commissioner will accept a statement from the Military that such 
improvements and utilities will be furnished as assurance thereof, and shall not 
require the completion of such improvements and utilities as a condition precedent 
to final endorsement for mortgage insurance. 

Sec. 15. When each housing unit in the housing project is available for 
occupancy, the Military will so certify to the FOD. The determination will 
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be made on FHA Form No. 248 (Permission to Occupy). Thereafter the unit 
or units may be occupied. The Military will maintain and operate as public 
quarters each housing unit determined to be available for occupancy. The 
eligible builder will have no obligation for maintenance and operation, except as 
may be involved in completion of the entire housing project or as may result 
from warranties, or hazard insurance coverage. 

Sec. 16. When the Military certifies to the FOD that the housing project has 
been completed in accordance with the Housing Contract (but not before), the 
Commissioner will determine that the “housing has been completed’’ within the 
meaning of section 403 (a) of title IV of the Housing Amendments of 1955 and 
will make his final endorsement of the mortgage note for mortgage insurance. 
The Military will assume all hazard risks after final endorsement for mortgage 
insurance. The Commissioner recognizes that there may be additional work 
or services of a relatively minor character, not preventing occupancy, which 
cannot reasonably be expected to be completed without appreciable delay because 
of conditions over which the eligible builder has no control. In such cases, the 
Military will provide the FOD with an estimate of the date by which delayed 
items can reasonably be completed and of the amount required for the com- 
pletion of these items. The Commissioner will, prior to his final endorsement, 
require the eligible builder to one in escrow at least double the estimated 
amount required to assure completion. The escrow agreement shall provide, 
among other things, that the Military may, at its option after expiration of the 
period allowed the eligible builder for actual completion, complete the housing 
project and receive the escrow proceeds as compensation therefor. 

Sec. 17. The mortgage and the note seeured thereby will each contain a pro- 
vision that the mortgagor-builder or any successor in interest shall have the right 
to prepay the mortgage note upon payment of a reasonable prepayment premium 
to the mortgagee or the Commissioner, as their interests may appear; provided, 
however, that no premium or penalty for prepayment shall be payable at any 
time on or after the date which is six years from the date of the first payment by 
the Military on the mortgage note. 

Sec. 18. The Commissioner agrees that the Military and the eligible builder 
may settle, without notice to any other parties in interest, any matter arising 
under warranties which require action by the eligible builder after final endorse- 
ment. The Military will make all compliance inspections following final endorse- 
ment and prior to expiration of the warranty period. 

Src. 19. Unless otherwise determined by the Military with respect to a par- 
ticular housing project, there shall be no requirement for compliance with local 
zoning laws, building codes, or other similar provisions. 

FRANKLIN G. FLOETE, 
Assistant Secretary of Defense (Properties and Installations). 
Norman P. Mason, 
Federal Housing Commissioner. 


Senator SpaRKMAN. Senator Capehart. 

Senator Caprnart. Mr. Chairman, I want to say this: I am glad 
that you are calling this to the attention of the committee for a hearing 
on this matter because if there is one thing above everything else we 
do not want, that is any irregularities whatsoever in the operation of 
this new military housing bill. I say that because it is so important 
and it looks at the moment as though it is going to get the job done. 

The matter you are calling to the attention of the committee this 
morning is one that I think we, the committee, are going to have to 
decide and one that we ought to decide. It seems to me there are 
just two points involved here which may be bobbing up continuously 
unless we set a policy. One is, of course, the matter of FHA’s esti- 
mated replacement cost. They have a right under the law, as you 
know, now, to change it. 

No. 2 is whether or not if and when they do change it, they have to 
go back up and reopen all of the bids and notify the bidders that the 
estimated cost has been revised. : 

First let me say this: As a businessman I am a little bit amazed 
that you gave the estimated cost to the prospective bidders in the 

74479—56——3 





14 MILITARY HOUSING AT ABILENE AFB 


first place. Are these not secret bids, or are they negotiated bids? 

Mr. Roxpinson. These are secret advertised competitive bids. 

Senator Capenart. Then why does the law require you, or does it 
require you—lI do not know—or why do you notify these 12 bidders in 
advance what the estimated cost is? That is their job to figure that 
out. 

General Brown. Sir, this was part of the procedure, as I under- 
stand it, which was included in the third agreement between the FHA 
and the Office of the Secretary of Defense. 

Senator Caprnart. I am not being critical of it, but it is a little 
bit odd to me as a businessman. We sit down in business to figure 
out what something is going to cost to make. We ask a number of 
people to bid on it, but we do not tell them in advance what we think 
it is going to cost to build, particularly in secret bids. Has that been 
the practice in the past? 

General Brown. In connection with the Wherry program, which 
preceded this particular program, there are certain costs which must 
be included by any bidder—such a thing as the bid and performance 
bond, interest on construction loan, financing expense, and some of 
the items that Mr. Robinsen read in his statement that went into the 
Abilene project. Some of the costs are controlled by the FHA and 
are stated costs, and I think it was agreed in order to get this informa- 
tion to the contractors they must have these particular figures. Some 
of them are percentage figures of the total. So if you put down those 
costs and the contractor knew what the percentage was—and there is 
no reason why he could not—he could very easily figure out the FHA 
cost. 

Senator CaPpenart. I am not criticizing it at all, but as a matter 
of guidance on the part of the committee I want to know. 

The other thing that interests me in connection with this is the 
ability of FH A—whether or not they now have manpower, knowledge, 
and wisdom to figure the replacement costs. I did not know they 
had a staff of hundreds of estimators. That is one of the things I 
would like to get into with the FHA. Maybe we are wrong with 
respect to this law in asking them to give a replacement cost. Where 
do they get their knowledge, and how many people do they have 
working on it? I would like to know how many hours and days and 
months they spent with their estimators down there estimating what 
it was going to cost, and how they arrived at it. 

Senator SpARKMAN. May I say we will have the FHA here later. 

Senator Capenart. I know you will, but you get what I mean, 
Senator? 

Senator SpaARKMAN. Yes. 

Senator Caprnart. Here is a $12 million project. If you wanted 
to make an honest estimate of it, it would require days and days and 
months and months. I do not know how many men it would require, 
of course, but it would require a tremendous amount of time to make 
an honest estimate. That is, if you wanted to get within 5 percent, 
or 2 percent, or 1 percent of it. 

Does the FHA have that kind of a staff? I did not know they did. 
I am going to be very, very much interested in finding out how they 
arrive at these esiimates. Do they actually take a pencil and figure 
up the cost, as we do in estimating something? Do they guess at it, 
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or what kind of a yardstick do they use? I am not criticizing at the 
moment. I am just interested in knowing how they did. 

For example, let us take this. They estimated the cost to be 
$12,500,254. Where do they get that figure? Who did the figuring 
and how long did it take them to figure it, and whose cost methods 
did they use? I think maybe that 1s something, as | look back over 
the whole business of section 608’s and the Wherry Act, that was 
possibly one of the weak ends of that whole business. We were ask- 
ing them to do something and they had no personnel or way of really 
doing it. That is, they were doing it by thumb sketch, as Mr. Bard 
will remember. We had lots of trouble with that particular thing 
because the FHA is an insuring agency, and not a builder, and they 
have no way of knowing the replacement costs. I do not believe they 
have an organization qualified to figure it. Maybe they have, but I 
do not know. Therefore I am delighted that we brought this up, 
because we ought to do one of two things here: Either take them out 
of that field of estimating or, if we are going to keep them at it, give 
them enough money and men and set up a procedure whereby they 
can really do a job. 

Senator SparkMAN. Let me say here in bringing this up I want to 
make it clear that 

Senator Carenart. I am glad you did it because maybe we are 
putting our fingers on something that ought to be handled real quick 
with an understanding between the Congress, the military, and FHA. 
I think there is a twilight zone here where we might get into a lot of 
trouble if we let it go on for a number of years. 

Senator Sparkman. I have no preconceived opinion as to whether 
what was done here ought to be criticized or not. I thought it was 
something we needed to look into. Let me say, of course, that we will 
hear from FHA later, but my understanding is FHA has to make an 
estimate of the cost on all of these projects to have something on 
which to base its insurance. It is called upon in these projects to 
insure them and it has to have some method for determining what 
insurance a project will carry. 

Senator Capgenarr. If the Senator will yield, I agree 100 percent, 
but my question is, do they have enough staff and are they qualified 
to do that and really do a job, or just kind of take it out of thin air? 
They do not have the time and do not have the appropriation or the 
personnel to do it. That is what I want to find out. 

Senator Payne. May I ask the general a question? 

General, is it true or not that under the provisions of the act the 
Air Force is empowered to negotiate with architects and engineers 
for the drafting of the plans and specifications relative to the project 
that is going to be under consideration? 

General Brown. That is true. 

Senator Payne. And is it true those plans and specifications as 
drafted are then submitted to FHA for review to see whether or not 
they come within certain criteria? 

General Brown. That is right. 

Senator Payne. Is it not as a result of the plans that are developed 
and the specifications that are drawn up that FHA—and_they can 
answer this themselves—but would you not assume it would be pos- 
sible from those specifications and the plans that were drafted for 
people who are competent in the building field to be able to translate 
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that in relation to volume of commodities, and so forth, and other 
things that are taken into consideration, without a tremendous 
amount of detailed work, into dollars and cents of estimated replace- 
ment value of a project once it is constructed? 

General Brown. I think that is substantially right; yes, sir. 

Senator Payne. Because, after all, architects and engineers develop 
all of the basic information that can be translated then into a dollars 
and cents picture. 

General Brown. That is right, sir. 

Senator Payne. Mr. Chairman, I just want to make one statement, 
if I may, relative to the question that Senator Capehart raised. 
Frankly, insofar as arriving at an estimated cost of a project is con- 
cerned, and that estimate being made available on a bid basis, I con- 
fess I am not too familiar with this particular process. I can assure 
you in the operation of State highway contracts I think you will find 
it pretty uniform throughout the country that if the engineers devel- 
oped the basis upon which contracts are going to be requested, or 
bids are going to be requested, that they do establish what they con- 
sider to be the estimated cost of construction, which is a guide or a 
yardstick for the bidders to govern themselves on in making their 
bid. In other words, it is based on certain factual data that is un- 
covered by the engineers who go in and determine it. 

Senator Capgenart. I might well say it may be the practice, and 
I do not know whether I have enough wisdom to tell whether it is 
good or bad, but it does not particularly appeal to me that if I am 
going to ask you to bid on building X number of something for me, 
for me to tell you what I figure the price is going to be, or what it is 
going to cost. 

Why go to the trouble of having bids? Why not say if you make it 
for this amount we will give you the contract? 

Senator Payne. There are many factors that come into it that 
bidders in their own right are practically unable within a required 
period of time to find out. 

Senator Capenart. I can see that. 

Senator Payne. Such as the depth of the foundation, and what the 
structure is underneath that they are going to strike, such as whether 
it will be hard or easy digging. Those are all component parts for 
the engineers to work out. 

Senator CaprHart. I can see where it would be true on highways, 
but I wonder if it isin building. It is a good point. 

Senator Lenman. Mr. Chairman? 

The first estimate on replacement cost—I do not have the exact 
figure but I think it was in the neighborhood of $12,300,000. 

General Brown. A little bitover that. Yes, sir. 

Senator Leuman. The bids were somewhat higher than that esti- 
mate of replacement value. So that later the estimate was raised to 
$12,500,000. 

General Brown. That is right. 

Senator Lenman. Can you tell us what were the factors that 
brought about this increase? Was it just an arbitrary evaluation, or 
a higher estimate, or was it based on concrete factors? 

General Brown. It was based on concrete factors, sir. There were 
actually only two things mvolved. These were percentage figures, 
and Mr. Close, who is in our Housing Division, has the specific nfor- 
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mation on that. I would like him to answer that to the committee 
because I think it might be very interesting to the committee and 
show where a very minor thing—with a good assumption at the 
time the replacement cost was made, but, under actual conditions 
proved out to be another figure—could make this sort of a change. 
I think personally it is very fair for the FHA to be able to go back 
and look at their replacement costs in the light of actual conditions, 
as opposed to assumed conditions, in order to bring the replacement 
costs in line with actual conditions. 

I would like to have Mr. Close give you the actual changes made 
that Senator Lehman asked for. 

Senator Lenman. I want to address this to the chairman too: 
When the bill was passed there were certain conditions made with 
regard to the award of the bids. One that the lowest of the three 
items—the amount of the unit bid, the amount of the replacement 
value, and the—— 

General Brown. The $13,500 limitation in the law. 

Senator LenMan. That is right. That was a bill that was passed 
by the Congress and enacted into law. Apparently later the arrange- 
ment was made between the military and the FHA which permitted 
a revaluation or a reestimate, rather, of the cost of replacement. 
That agreement was signed on December 6, 1955, and the justification 
was that the power and authority was given under section 9, which 
reads as follows: 

If bids within a narrow price range are received from two or more responsible 
bidders, but none are acceptable because none is equal to or less than the FHA’s 
estimated ‘‘replacement cost of the property or project,’’ FHA will, upon the 
request of the military, reexamine such estimated replacement cost and may 
(but is not obligated to) revise its appraisal and eligibility statement in order to 
avoid the necessity of rejecting all bids. 

The revaluation or the increase in the estimated replacement cost 
is not a very serious item, amounting to about $150,000. What I 
am concerned about, though, are two things: One is, did the law 
itself give the power to the military and the Housing Administrator 
to reappraise that? 

Senator Caprnart. Will the Senator yield? 

Senator Lenman. May I just finish this? 

Senator Capenarr. Yes. 

Senator Lenman. And, second, is there any limit on this? Because 
it is one thing to permit a reappraisal in order to avoid the rejection of 
all bids when the difference between the first estimate and the actual 
bid is only a very insubstantial amount, but I can see this—if there is 
no limit—might run into very big figures and completely nullify the 
intent of Congress. 

Senator SPARKMAN. Subject to the limitation of $13,500 per unit. 

Senator Leaman. That is right. 

Senator Caprenart. The Senator brings up a good point there 
because they have the right—not only for the Defense Establishment 
and FHA to enter into a memorandum agreement that they would do 
what the Senator describes—but likewise we gave them the right to 
do that in the law as we amended it at September 1, 1954, section 515. 
I shall read it in a minute. So they did exactly what we authorized 
them to do by legislation, and I will read that legislation to you. It is 
section 515: 
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At any time prior to final endorsement for insurance, the Commissioner in his 
discretion, may amend, extend, or increase the amount of any commitment, pro- 
vided the mortgage, as finally endorsed for insurance, is eligible for insurance 
under the provisions of this act, and the rules and regulations thereunder, in effect 
at the time the original commitment to insure was issued. 

This section 515 does not apply to this particular act, but it applied 
to the previous Wherry Act. So we by law in the past have given 
them the authority to do this and increase it. That is why I said a 
moment ago I am happy we bring this up at the beginning of this 
military housing program, so we can get it straightened out. 

Mr. Rosrnson. One thing I would like to point out is it seems to 
me the replacement cost is not considered to be an inflexible figure. 
Suppose the low bid is less than the replacement cost. It would seem 
to me the low bid becomes actually the replacement cost. That is the 
figure for which the low bidder will perform the contract. 

General Brown. I would like to make a general sort of a statement, 
Mr. Chairman, relative to the whole thing, in making a comparison 
between the way we handle this with our appropriated fund construc- 
tion, and normal military construction program, and the way it was 
handled in this particular case. But I would like first to be able to 
answer Senator Lehman’s question on the detail of the change that was 
made by FHA on this. 

Senator SpaRKMAN. Yes. I think it would be well to get in the 
record at this time the concrete facts. You said there were concrete 


facts justifying this reappraisal, and I think it wluld be well to get 
those in the record at this time. 


General Brown. Mr. Close. 

Mr. Cuiose. Let me say it this way, Senator. When all of the bids 
were Over our estimate, or when we discovered that all bids were over 
the FHA estimate, we followed the procedure set forth in the third 
memorandum of agreement and took them over to the FHA office, 
Mr. Dee, and examined in detail the first three. It was determined 
by FHA that the lowest bid was acceptable, if the other amount 
could possibly be adjusted. Well, under the procedure I thereupon 
requested Mr. Dee, the FHA director, to reappraise. At that time 
I had no assurance what was going to come out at the other end— 
whether it was going to stay there, go down or go up. We did not 
get into the detail as to how it was going to be, whether it would go 
up or be left there. That was under the underwriting department of 
FHA. We purposely did not even discuss it beyond the director. 
Mr. Dee sent it to his underwriters and we did not participate in that. 
In other words, we were not trying to influence him this way or that 
way, and they would not anyway, I do not believe. 

Senator SPARKMAN. Youmadenosuggestions as to where the changes 
would be made? 

Mr. Cuiose. No, sir. It is none of our business and we cannot con- 
trol it. We put it right on the table that it would come out the same, 
or come out lower, or could come out higher. Mr. Dee is here and I 
think at this time he could give you the details of how his underwriting 
department arrived at it. I frankly do not know and we purposely 
do not get into that. 


Senator SparKMAN. Of course, that was done by FHA. 
Mr. Cross. Yes. 
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Senator SPARKMAN. We are going to hear from FHA later. Let 
me repeat something that I tried to bring out in my opening statement. 
Personally, let me say I am not greatly concerned about the question 
of FHA making the estimate of cost. I think they have to make it 
in order to have some basis on which to determine whether or not they 
can insure the project for the amount necessary to build within the 
limitations set by law. I shall be greatly interested in seeing the 
concrete facts upon which the reappraisal was made. But here is 
the thing that rather disturbs me. 

Senator CapenaArt. Will the Senator yield? 

Senator SPARKMAN. Yes. 

Senator Carpenart. Also I think we want to see the concrete facts 
on which the original appraisal was made, and who made it, and how 
they arrived at it, because therein lies the root of what we are trying 
to get at here. 

Senator SpARKMAN. Yes. The thing that concerns me is the fact 
that following this reappraisal, the proceedings were carried on by 
negotiation with one bidder and no notice was given to the other 
bidders. It seems to me we have to decide whether or not that is a 
good policy to follow in cases of this kind. 

I want to read you something that was said when this conference 
report was up in the Senate. Senator Johnston of South Carolina, 
asked Senator Fulbright, chairman of this committee, this question: 

I should like to ask the Senator if there is any provision in the bill which would 
require the Secretary of Defense in letting contracts, to let them on the basis of 


competitive bidding? Will he have the right to let them without competitive 
bidding? 


Senator Futsricut. It must be done on competitive bids and by contract. 


I am sure that all the way through that thought was given to the 
Senators and this was certainly true in the House of Representatives. 
In other words, it was the intent of Congress this should be on a 
competitive basis and not a negotiated basis. The question in my mind 
is after the reappraisal do you depart from the spirit of requiring 
competitive bidding to negotiating, and if you are going to negotiate 
are you going to restrict your negotiation to the one bidder who is 
closest? How do we know but what the second bidder might have 
been interested, if he had known the estimated cost was going to be 
unnas by $174,000? 

Mr. Ropinson. It seems to me we may be under a misunder- 
standing as to what is being negotiated. ‘There was no negotiation 
with the low bidder in this case at all. Nobody negotiated with him. 
The Air Force simply following the terms of the agreement went to 
FHA with the request that its reexamine its replacement cost. If by 
that reexamination the replacement cost is reestablished at a figure 
higher or equal to the low bid then the Department is in a position 
to accept that bid; but there is no negotiation with the low bidder. 

Senator SparKMAN. Let me ask you this question: If bids within a 
narrow price range are received from two or more responsible bidders, 
but none are acceptable, and so forth, how are you going to determine 
when it is within a close price range and when it is not? That is the 
point Senator Lehman was making awhile ago, I think. 

General Brown. I think this portion of the agreement was written 
that way to assure us that there was good bidding. We very often 
in our military construction program will throw bids out and rebid 
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them completely because we do not think there has been responsive 
bidding. But if you get as many as 2 or 3 bidders out of a group of 
anywhere from 4 or 5 on up and you have the low bid in a fairly narrow 
range percentagewise, then we do think there is responsive bidding, 
and I think that is the reason why this particular portion was put 
into the agreement. 

I would like to add to what Mr. Robinson said that the $12,493,974, 
the price that was presented as the low bid, or was decided as the low 
bid, still stands. That has not been changed and that is the price 
that will prevail on this particular project. 

Senator Capenart. Let me see if I understand this. Twelve firms 
submitted sealed bids. 

General Brown. 11 I believe it was. 

Senator CapEeHART. 11 submitted sealed bids? 

General Brown. Yes, sir. 

Senator Caprenart. Under an estimated FHA cost of replacement 
cost. 

General Brown. Yes, sir. 

Senator Capenart. You opened up the 11 bids and you found that 
the lowest of the 11 bids was higher by $177,000 than FHA’s replace- 
ment cost. Is that correct? 

General Brown. That is right, sir. 

Senator Caprnart. Then you went to FHA under the agreement 
you had with them, and under the law, which they are entitled to do, 
and asked them to refigure their estimated cost. They did refigure it 
and came up with $180,000 more. Is that right? 

General Brown. That is right. I am not too sure of the figures, 
but they are approximately right. 

Senator Caprenart. Therefore, if they had come up with a lesser 
replacement cost, of course, I think you would have been under an 
obligation to go back to the bidders, maybe. 

General Brown. We would have had to agree 

Senator CapEHnart. But since they came up with a larger amount, 
the low bidder certainly was ali right. He was fully 100 percent pro- 
tected; was he not? 

General Brown. That is right. 

Senator Caprnart. Because if he made his bid on the basis of FHA’s 
$177,000 lower estimated cost and then they made it a little higher 
later, he would have certainly bid higher, had he known otherwise; 
would he not? 

General Brown. I think that is a valid assumption. Yes, sir. 

Senator Caprnart. But I still think this is something on which we 
ought to give you gentlemen a policy to go by. Maybe change the 
law or work out some policy as to what you should or should not do. 

Senator Lenman. It seems to me that you have got to make your 
choice. I understand we are not going to discuss amendments or 
changes in the bill. It seems to me you have to make your choice as 
to 1 of 2 alternatives: Either to limit the FHA to a certain definite 
percentage by which they can increase their estimates, or to cut out 
these estimates of replacement value and replacement cost entirely. 
In this case the original estimate of replacement cost was $12,316,051. 
The actual bids amounted to somewhat over $12,500,000. 

General Brown. About $12,500,000. 
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Senator Lrnman. Then, therefore, in order to avoid the necessity of 
throwing out all of the bids, the estimate was raised to $12,493,000. 
Let us assume—and I am sure that was done in perfectly good faith in 
all respects—but supposing the original estimate had been $11,500,000 
instead of $12,316,000, which would have required an increase in the 
amount of replacement cost of over $1 million. Do you feel that 
would. have been justified? 

Mr. Rosrnson. In a case like that I believe you would probably 
have to readvertise, but on the other hand, it would seem to me that 
that difference in cost would be some indication that perhaps FHA 
was considerably out of line. 

Senator Lenman. It is always possible, of course, that they would 
be out of line, or the bidders would be out of line. I do not know 
which. But I have seen great variations in estimates of replacement 
cost. 

It seems to me, therefore, there is nothing in this agreement reached 
between the military and FHA which limits in any way the amount 
by which an estimate can be increased. I do conceive in very large 
projects that the variation might be on a very substantial scale and 
completely defeat the intent of the Congress. 

Mr. Rostnson. I think that is true, except for that $13,500 figure 
that is the outside limit. 

Senator LenMan. I am getting there. 

1 was wondering, Mr. Chairman, what is the particular need for, 
or reason for, this estimate of replacement value that is required in the 
bill. They make that estimate before the bids come in, or, in this 
case, afterward. 

Senator SparKMAN. The original replacement cost is made before 
the bids are submitted. 

Senator Leaman. I realize that. But as a matter of fact, in this 
case there were 11 bids submitted. It seems to me in a very narrow 
range they did not vary much. It seems to me that they would repre- 
sent a greater degree of accuracy in replacement cost than any esti- 
mate that could have been made by the FHA. It seems to me the 
important thing we have in this bill is the limit on cost per unit. I 
am not sure that this replacement, or the making of an estimate of 
replacement. value 

Senator Caprnart. If the Senator will yield, I think what we have 
to find out is how FHA arrives at estimated costs, and how accurate 
they think they are, and how closely they figure. Because if they 
figure these things down to the pennies, as you have to when you are 
bidding on it, it will really take a large staff of people to do it. 

Senator Parns. I figured this out. They came within 1.41 percent 
of the estimate of replacement cost in comparison to the figure that 
was bid, as near as I can figure; which is a pretty close figure. 

Senator Caprnart. They may have a good figure. ido not know. 
I want to take a look at it. 

Senator Payne. Which is a pretty small margin on that size 
contract. 

Senator Sparkman. If it becomes apparent that the reappraisal will 
result in increasing the estimated cost, what incentive is there for 
the bidder to try to meet the estimated cost in the first place; except 
insofar as the competition one with another is concerned? 
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General Brown. The statement I want to make as soon as I get 
through with this detail, I think will explain that. 

Senator SpaRKMAN. Go right ahead. 

General Brown. We have, of course, years of experience behind the 
military construction program. Our principal construction agent, 
the Corps of Engineers—I do not know how long they have been in 
business, but I know how they do business and how they handle their 
estimating, and the Government estimates, and whatnot, for going to 
Congress and getting our money for particular line items, and the 
flexibility that Congress gives us because of a recognized deficiency in 
the estimating process. We go back to Congress almost every year. 
I do not know of any year historically that we have not had to go 
back for deficiency appropriations against the particular line items that 
are controlled by scope, and by scope I mean so many yards of concrete, 
or buildings of such and such a size, and these sort of things. The 
Congress gives us a good deal of flexibility on a line item, that is, a 
particular line item, because they realize the deficiency of being able 
to estimate down to the dollar. Also you estimate now for something 
you are going to build 8 or 10 or 12 months, or even 2 years in the 
future, and the changing conditions that might take place even over- 
night, but which will certainly take place within a period of time, 
between the time you figured your estimate and the time you actually 
put a job out for bid, will bring about changes. 

On a good many of our estimates we make certain savings. Our 
estimates are high. By the same token a good many of our estimates 
we find are low—considerably low. We would not ever be able to 
get along with our military construction program if we did not have 
this flexibility that Congress allows us on individual line items. I 
think the procedure that is set up here and the particular portion of 
the procedure Senator Capehart read, which gives you legally, we 
think, a certain amoung of flexibility in this replacement cost, is a 
very valid thing for us to have in order to get on with this program. 

Now I do not say that the right thing to do is to make known the 
FHA replacement cost prior to bid. The Corps of Engineers handles 
their bidding entirely differently. They do make a Government esti- 
mate which is put in at the same time the bids are put in, and it is 
the first bid that is opened, you might say, at the time of the bid 
opening. This does not mean that is a ceilmg on this job. It means 
it is a Government estimate of that job, and anything over that we 
are going to take an awfully good look at before we let the bid, to be 
sure there has been responsive bidding, and to be sure that the condi- 
tions against which this particular job was bid were valid conditions, 
and that the price was a valid price. 

To get back to your question on what controls 

Senator Leaman. May I ask you one question, General? We have 
the necessity of having a certain real flexibility, but what degree of 
flexibility? How would you limit that? At the present time I 
imagine under the ement it is not limited at all. 

General Brown. No, I do not believe it is under the «present 
agreement. 

Senator Lenman. Do you feel it could be limited without in any 
way endangering the efficiency or effectiveness of the building pro- 
gram, I mean, percentagewise? 
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General Brown. I cannot answer that affirmatively, Senator 
Lehman, because we found from experience in our military construc- 
tion program that you cannot actually put a percentage limitation 
on this. Conditions will change so that you cannot. 

I feel in this particular program, however, any change is going to 
be very small, because we are working toward getting the best housing 
we can within the $13,500 ceiling. So our architects and engineers 
are working with the $13,500 ceiling. I think if the FHA replacement 
cost were computed to be considerably less than that, let us say, 
$12,000, then we would go to FHA and say we think something is 
wrong, long before we ever bid the project, because our architect- 
engineers also have to compute a cost in order to be able to design a 
house. So I think the range of difference is going to be probably 
very small. 

Senator CapeHArT. General, here is a case where 11 contractors 
bid from $177,000 up—and I have not seen all of the contracts—more 
than FHA’s estimate. Is that right? 

General Brown. That is right. 

Mr. Rosrnson. The range is about $2 million. 

Senator CapEHART. From $177,000 to $2 million on the 11. But 
the low bidder was $177,000 more than the replacement cost. Yet 
he was within the $13,500 limitation. 

Mr. Rosrnson. Yes, sir. 

General Brown. Some of those bids were above the $13,500 
limitation and we do not exactly understand that. 

Senator Caprnart. I would like to hire some people to do estimat- 
ing for me who would keep within $177,000 on a $12 million bid. 
That is pretty good. 

General Brown. We find if they come within 1 or 2 percent of our 
Government estimate they have made an awfully good one. 

Senator Carenart. I would like to find out how FHA arrived at 
that, and what organization they have, and what methods they used. 
I think the big thing we ought to settle here is, No. 1, whether or not 
we ought to tell the contractors in advance what FHA’s estimate is; 
and, No. 2, we are going to have to settle whether or not, within a 
range, we permit you or FHA to change their estimates and award 
contracts without rebidding. I think that is really the basis of the 
discussion. 

General Brown. Sir, I think the fact of whether we do or do not 
make the FHA replacement cost known to the contracting industry 
is one that we could live with either way. 

Senator Capenart. You think you could live with it either way? 
General Brown. Yes. We think we could live with it either way. 

Senator Caprnarr. Just real quickly, what would be your choice? 
Maybe you would rather not answer without studying it. 

General Brown. We have to make certain dollar figures known to 
these people to include in their bid. For instance, our architect- 
engineering fee, which we pay, has to be included as part of the bid, 
and it is rembursable to the Government. 

Senator CarpgHart. In other words, you pay that? 

General Brown. Yes. 

Senator Carenart. And get it back from them? 

General Brown. That is right. 

Senator CaPpeHart. So you have to let it be known? 
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General Brown. Yes. The inspection fees are something that the 
FHA figures based on the particular project. So this has got to be 
paid by the contractors to the FHA. There are other costs in there, 
like insurance costs, and other things, which are set figures. They 
have to be known for the contracting industry to include them in 
their total bid, and they have to be included because they become a 
part of the mortgageable interest on a particular project. But 
whether we give them these figures or percentage figures and do not 
give them a total replacement cost I do not think makes too much 
difference. 

I just talked to General Tully this past week on how the Corps of 
Engineers felt about giving out bids, or making bids known beforehand, 
or opening them up at the table. He said they feel very strongly to 
open them at the table. They open the Government estimate along 
with the rest of the bids. 

Senator CapgeHart. Were these 11 sealed bids opened in the pres- 
ence of all of the contractors? 

General Brown. That is right, sir. I am inclined to believe—and 
this is from drawing on General Tully’s experience now as opposed 
to my own, because we do not do too much direct contracting in the 
Air Force—that it really does not make too much difference on com- 
petitive bidding. The fact of competitive bidding itself is the thing 
which controls the lower level of pricing. So I think we can live with 
this one, one way or the other. 

Senator SpaRKMAN. Why would it be in excess of $13,500 a unit 
when the bidder knows the law limits it to that? 

General Brown. I do not know. I cannot answer that. 

Mr. Rostnson. I cannot understand that myself. 

General Brown. I would like to get to the second point, on the 
flexibility. 

Senator SPARKMAN. Yes. 

General Brown. And I would like to plead very strongly with the 
committee that we be allowed a certain amount of flexibility in rela- 
tion to this FHA replacement cost. I do not know whether the 
Senator remembers last year or not, but we actually tried to keep this 
particular provision of the law out and let $13,500 be a controlling 
factor. We thought the competitive bidding with the $13,500 ceiling 
would be sufficient to control us getting a good house within the 
program limitations as set out by Congress. I realize FHA has got 
to make a replacement cost in order to insure the mortgage. I think 
they could do this probably after the bids were in. This may slow 
up the actual contract-letting process. 

I do not know, but I would plead whatever committee does, they 
allow us some flexibility in relation to the FHA replacement cost and 
the low bid, because we need this in order to get on with the program. 

Senator Caprenart. I can give you a better answer to that when I 
find out how FHA arrives at their estimate. 

General Brown. Surely. I think that they can answer you very 
well on that. 

Senator SparKMAN. General, this cost was increased by reason of 
the fact—increased some, but not appreciably, I suppose—by reason 
of the fact that it started out as a erry project and costs were 
built up under the original application. Is that not true? 
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General Brown. I do not think so. There is a question whether 
or not there were any extra costs on this project by virtue of the 
fact we originally started under the Wherry. There might have been 
some minor change in architect-engineer’s cost because this project 
was originally designed as a Wherry project, and then it was rede- 
signed. And if you remember, the Wherry had a limitation of $9,000 
on it, so we redesigned and came up with a little larger house that 
more closely met the provisions of this bill. Now, no doubt this cost 
us a little bit but not very much. 

Senator SpaRKMAN. The law provides that the Secretary of the 
service involved, and I quote: 
is authorized without regard to civil service and classification laws to procure 
by negotiation or otherwise services of architects and engineers or organizations 
thereof under such arrangements as he deems desirable but at an expense not in 
excess of that permissible under the schedule of fees allowed from time to time by 
the Public Housing Administration in connection with projects assisted under the 
United States Housing Act of 1937, as amended. 

I have a schedule of those fees, and it shows that up to $10 million 
the fee is 1.24 percent, the allowance. This bid went to not quite $12 
million, and the fee in excess of $10 million, which was $1,606,651, 
would be according to this schedule 1.16 percent. 

Figuring that schedule out, it would show the total allowable under 
this $142,637, but the contract seems to carry $162,912, which is 
something over $20,000 in excess of what the law says may be allowed. 

Can you throw any light on that? 

Colonel Troutman. Yes. This design firm is a joint venture in 
Texas. They designed the Wherry project, which was a thousand 
houses on this same land, and, of course, we owed them money for 
that. When the project was redesigned to meet the provisions of the 
new title 8, we did not pay them anywhere near the 1.16 percent. I 
do not know what the percentage was, but we still had money invested 
in this project from the time when it was a Wherry project. In 
other words, we had gone through the design cycle two times—not 
completely through but enough to build up costs. That had to come 
back out of the mortgage for the project. 

Senator SpaRKMAN. Do you think that is in accordance with this 
law that I read? Does not the total exceed the amount that the law 
says you shall be allowed? Regardless of the fact that it was incurred 
on 2 different projects or in 2 different stages, all of it is saddled on this 
one project and is $20,000 plus in excess of what the law says you are 
allowed. 

General Brown. Sir, I would like an opportunity to check the 
figures and make the information available to the committee. 

Senator SparKMAN. I would be glad if you would and give us 
something that we can include in the record relating to this, because 
just offhand it seems to me that it is not in accordance with the law. 

General Brown. The figure in Mr. Robinson’s prepared state- 
ment—and I would like to check that, too—is $151,500, which is at 
variance with the one you had. ‘This is still over the one-hundfed- 
and-forty-thetaandoligie-eaa we were talking about. 

Senator Sparkman. Mr. Carter reminds me that the difference 


in the figure was really made up in sets of plans that were sold to the 
bidders. 
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General Brown. I see. 

Senator SparKMAN. That you sold plans to the bidders in the 
amount of $12,000 approximately, which would come off the $162,000, 
which would bring it down to $150,000 or $151,000. 

General Brown. Well, I would like to be able to furnish the details. 

Senator SpARKMAN. But the amount actually paid to the architect- 
engineers was $162,912, which would be in excess of what the law says 
you may pay. I would be glad H 

General Brown. I cannot answer it. I would like to be able to 
furnish the answer on that for the record. 

Senator SPARKMAN. Senator Payne, you wanted to ask a question? 

Senator Payne. I wanted to get clear in my own mind. You said 
the fee up to $10 million was 1.24 percent; Is that right? 

Senator SparkMAN. The first figure I gave you? 

Senator Payne. Yes, up to $10 million. 

Senator SpARKMAN. Up to $10 million it is 1.24. 

Senator Payne. That would be $124,000. Now, you said from——- 

Senator SPpARKMAN. And the excess figure was $1,606,651. 

Senator Payne. I thought it was $2,316,000. Is it not $2,316,000? 

Senator SPARKMAN. Let me see. Just a minute. 

Senator Payne. $2,316,000, I think. 

Senator SPARKMAN. You are using the total bid figure, which would 
include the financing costs, overhead, and those things, whereas this 
is to be figured on the improvements themselves. 

Senator Paynr. Right. 

Senator SpARKMAN. On that figure the excess above $10 million is 
$1,606,651, and that is to be figured at 1.16 percent, which gives a 
total of $18,637 for the second amount, or the total of $142,637 
allowable. But there was a total paid to the engineers of $162,912. 

General Brown. Mr. Chairman, I would like to say for the record 
that we follow this procedure as set out very closely. I will have to 
look into this particular case, but in my checking in the past we have 
saved considerable money as te the architect fees as related to this 
particular schedule: 

Senator SpARKMAN. By the way——— 

Senator Caprnartr. Mr. Chairman, I wonder—— 

Senator SpARKMAN. Let me make this statement first. Would 
you prepare a memorandum deseribing the similarities and differences 
between your procedures in constructing housing under appropriated 
funds and under title 8? 

General Brown. I would be glad to. 

Senator SPARKMAN. You have made comparisons here this morning. 
If you would do that, it would be helpful. 

General Brown. I will be glad to. 

(The memorandum requested follows:) 

DEPARTMENT OF THE ArIR FoRcE, 
OFFICE OF THE SECRETARY, 
Washington, March 8, 1956. 
Hon. JoHN SPARKMAN, 


Chairman, Subcommitiee on Housing, 
Committee on Banking and Currency, United States Senate. 
Dear Mr. CuarrMaNn: During the recent hearing relative to the family hous- 
ing project at Abilene Air Force Base, Tex., you requested certain information 
concerning architect-engineering fees. You also requested a report describing 
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the differences in our procedures in housing construction under appropriated 
funds and under title VIII. 


With respect to the architect-engineer fees, it should be noted that we origi- 
nally proposed a Wherry project for 2 housing developments of 460 and 484 
units. This required the design and development of two separate and complete 
sets of plans and specifications. These two sets were required to be compatible 
from an engineering standpoint. As provided in the Low Rent Housing Manual 
(Public Housing Administration, Housing and Home Finance Agency), the archi- 
tect-engineer fees were permissibly broken down as follows: 


Project 1 Project 2 Total A rehitectural- 
(484 units) (460 units) (944 units) ea 


Total estimated cost. ....-...........---.-2.- 4 $5,269,158 | $5,004,549 | $10,273, 707 
Architectural and structural engineering: Fee 
(1.2 percent times $10,273,707) e+ 454 5R db shetee eee rer 
Meehanical and electrical engineering ; j 484, 000 | 460, 000 944, 000 
Fee (2.5 percent times $944,000) ___ let ; 
Civil engineering... __.......- Thee g 665, 970 639, 777 1, 305, 747 
Fee (2.3 percent times $1,305,747) _ _- 1 
Landscape architectural services SehgeELS ~<¢ 48, 230 | 49, 717 97, 947 |. 


$123, 284 


23, 600 


Fee (6.9 percent times $97,947) ____- : 
Total allowable architectural-engineering 
fee bon Satgubien wea 183, 674 
Architectural-engineering fee paid ___- 151, 477 


Savings under allowable cost__-- 





32, 197 


With respect to the differences in our construction procedures under appro- 
priated funds and those applicable to construction under title VIII of the National 
Housing Act, as amended, the following information is submitted: 

“‘Appropriated funds which are used to fund items authorized by Public Law 765 
(fiscal year 1955 authorization) are permitted to vary upward by 10 percent in 
accordance with title IV, section 403, for any line items provided the total author- 
ized for the appropriation is not exceeded. Public Law 161 (fiscal year 1956 
authorization), title V, section 503, permits an increase in cost of 5 percent at any 
installation but the total authorization cannot be exceeded. Each of these pro- 
visions allows the acceptance of a bid which exceeds the amount actually appro- 
priated for the specific item without the necessity of readvertising and accepting 
new bids. 

“Bids received for the construction of new title VIII housing cannot under any 
circumstances exceed an average of $13,500 per unit, nor may they exceed the 
FHA estimated replacement cost. In seeking bids within the fixed limits pre- 
scribed, the Air Force employs experienced architectural firms within the State 
where the project is to be located. This is done primarily because local architects 
are familiar with prevailing costs in that particular area. Also, in working with 
FHA in the development of the project, some assurance may be obtained that 
bids will be within the legal limit. Should it occur that a project were over- 
designed, even in the slightest degree, it would require redesign and readvertising. 
Such action would result in undue delays which would be very detrimental to the 
housing program. Only a very smail degree of flexibility is possible and to obtain 
this, the bids must be submitted on the basis of specified additive alternates which 
must be made known to all prospective bidders in the initial invitation for bids.” 

Copies..of the three memoranda of agreement between the Department of 
Deteaan and the Federal Housing Administration are enclosed for inelusion in the 
record. 

We sincerely appreciate the interest you have taken in the Air Force housing 
program. 

Sincerely yours, 
Jor W. KEL Ly, 
Major General, USAF, 
Director, Legislative Liaison. 


Senator CAPEHART. I was called out to the telephone a moment 
ago, and when | came back you were a little bit critical as to. some 
costs. Would you explain to me briefly what that was? 





28 MILITARY HOUSING AT ABILENE AFB 


Senator SpaRKMAN, Yes. I read a provision of the law which says 
the amount paid to architect-engineers should be limited to the 
amount provided in the schedule of fees by the Public Housing Ad- 
ministration. They have a published schedule of fees, and it would 
seem that the amount paid to the architect-engineers in this contract 
was $20,000 plus in excess of the amount allowable there. 

Senator CapreHart. How did that happen there? 

Senator SpsxrKMaNn. Well, the General has suggested he give us a 
memorandum. He wants to check the figures. 

Senator CapeHart. Was that due to the fact it started as a Wherry 
project? 

General Brown. That.may be part of it. 

Senator SpARKMAN. I started off with the assumption that that 

General Brown. We do not have the answer here. I would like 
to furnish a statement. 

Senator CapEHART. You were just recovering something you lost 
in Wherry? If you had not built this project you would not have 
recovered it? Is that what it is? 

General Brown. That could be it, sir. I just do not know the 
answer to it. I know we did originally start this as a Wherry project. 
There was a redesign. 

Senator Capenart. You started this as a Wherry project but 
never could get any bidders to bid on a Wherry project? 

General Brown. It was put out for bids and we got some response. 

Senator CAPEHART. You spent a certain amount of money and 
added it on maybe to this contract in order to recover the funds? 

General Brown. That could be the answer, sir. I am not sure. 

Colonel Troutman. This is actually two projects. 

Senator CaPpenart. I know. 

General Brown. But I will furnish a statement to the committee. 

Senator CaAPpEHART. Fine. (See p. 26.) 

Senator SPARKMAN. Any more questions of these gentlemen? 

Senator Capenart. No. 

Senator SpaARKMAN. Thank you very much. 

Now we will ask the FHA to come around. Mr. Mason. Would 
you identify yourselves for the record? 


STATEMENT OF NORMAN P. MASON, COMMISSIONER; ACCOM- 
PANIED BY AL JARCHOW, UNDERWRITING DEPARTMENT; 
BRUCE KIXMILLER, SPECIAL ASSISTANT TO THE COMMIS- 
SIONER, FEDERAL HOUSING ADMINISTRATION; AND ED DEE, 
DIRECTOR OF FHA INSURING OFFICE IN FORT WORTH, TEX. 


Mr. Mason. On my right is Mr. Jarchow from our Underwriting 
Department here in Washington. On my left is Mr. Kixmiller, who 
is our military housing special assistant to the Commissioner. And 
on Mr. Kixmiller’s left is Mr. Dee, who is the director of our insuring 
office in Fort Worth, where this project was handled and insured. 

| have no prepared statement, Senator Sparkman. 

Senator SpARKMAN. You have heard the statements made and the 
questioning. Will you just proceed from that? 

Mr. Mason. I thought we had better come up and answer questions 
rather than attempt to tell you. 
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Senator CapeHarr. Tell us how you arrive at the estimated re- 
placement costs. 

Mr. Mason. Senator, we are right happy in FHA to have a ques- 
tion like this, because we do have the staff and we do do good esti- 
mating, and we are very proud of the record that our office made in 
coming within 1 percent of what a lot of bidders were willing to bid 
in the uncertain market conditions that prevailed when they were 
making their bids. 

Senator CapnHart. How many people do you have in the Esti- 
mating Department? 

Mr. Mason. I thought that I might ask Mr. Dee if he would tell 
you on this specific job, if that would be agreeable to you. 

Senator CaPpEHART. Go ahead. Sure. 

Mr. Mason. Do you want to tell the amount of time and money, 
Mr. Dee? We spent a lot more, Senator, than our fee we got out of 
it on figuring this job. 

Mr. Den. Senator, we have in our Cost Section five people that 
actually worked on the Abilene project in addition to our clerical 
people. They make a field survey of cost together with checking all 
manufacturers and check it down in detail. 

We likewise break our costs down unit by unit—we say ‘‘board by 
board and nail by nail’—to avoid difficulties that might have 
happened in the past. 

We likewise break down our labor to each particular function, We 
supplied to the staff of the committee our actual cost breakdown of 
this particular project. But I assure you it is not guesswork. 

Mr. Mason. How many days did this take, or how many weeks 
or months? 

Mr. Der. We took better than 30 days in the field. 

Senator CaPpeHart. With how many men? 

Mr. Der. Five were involved. 

Senator Capenart. How many men do you have? You have five 
men down there who spend all their time estimating? 

Mr. Dur. We have 20, actually. 

Senator CapEHarT. Twenty men that spend their time estimating? 

Mr. Dex. Estimating and inspecting. 

Senator CaPEHART. What do you estimate? 

Mr. Des. Section 203 cases as well. 

Senator CapeHart. These 20 men handle all the titles in FHA? 

Mr. Der. That is right. 

Senator Caprnart. Estimating the section 203 houses and the 
whole business? 

Mr. Dee. That is right. 

Senator Caprenart. In this case you had 5 men that spent about 30 
days? 

Mr. Der. On the Abilene project. 

Senator Capenart. Did you break it down into minute details’ 

Mr. Der. Yes. We have supplied to the committee when they 
were down through there—the staff—the actual breakdown. 

Senator Capgenart. Is your replacement cost a cost of replacing 
the buildings if they should burn down? Is that what it is? 

Mr. Der. That is right. It is a current cost. It is actually the 
cost of construction, our estimate of it. 
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Senator CapgeHart. Actual cost of construction? 

Mr. Der. In the current market. 

Senator CapeuHart. Including the profit? 

Mr. Der. That is right. 

Senator CaprHart. How much profit did you allow in this instance? 

Mr. Der. We allowed 5 percent. 

Senator CapgrHart. You allowed the builder only 5 percent gross 
profit? 

Mr. Des. That is right, plus 2 percent for overhead. 

Senator CapeHarT. You allowed him 7 percent then? 

Mr. Der. That is right. 

Senator Capresart. That is before taxes? 

Mr. Der. That is right 

Senator Capgenart. And you arrived at this figure? 

Mr. Der. That is right. One of the changes that were made at 
the time that we increased it was in overhead. We increased the 
overhead from 2 percent to 3 percent because 

Senator Caprnart. As an experienced estimator, how much leeway 
do you think an estimator is entitled to, one way or the other or both 
ways? 

Mr. Der. We are happy 

Senator CapEHART. You can miss it. Honestly, how much do 
you think? 

Mr. Dex. Up to 3 percent I think he would be awfully good. 

Senator Payne. You were under 1% percent away on this? 

Mr. Dez. That is right. 

Senator Capgenart. Do you think the estimator who hits it within 
3 percent either too much or too little is a good estimator? 

Mr. Des. That is right, on a project of this size. 

Senator Caprnart. This one you hit less than what? 

Senator Payne. Less than 1% percent. 

Senator Capenart. That is 1% percent of the lowest bidder? 

Mr. Deg. That is right. 

Mr. Mason. Sénator, might I add that in the estimating of the 
costs there is a difference between the builder’s profit and the Builder's 
overhead. The builder does have an office staff to maintain. He does 
have these overhead items on a job besides profit. It is not all profit. 

Senator CareHnart. I understand that. He has taxes, which is 
52 percent of it, if he is a corporation. 

Mr. Mason. That is right. 

Senator Caprnart. With all his expenses, I would say it is cer- 
tainly none too much—7 percent. 

Mr. Der. Our folks work Saturdays, Sundays, and nights without 
compensation too. 

Senator Caprnarr. FHA people? 

Mr. Des. That is right. 

Senator Caprnart. How many FHA people do you have in the 
United States, Mr. Mason, doing this sort of estimating work? 

Mr. Mason. Mr. Jarchow, could you guess that number? 

Mr. Jarcuow. It would have to be a very rough guess, because 
I do not know accurately just how many are doing estimating work, 
but I would say it would number over 400. 

Senator CappHart. Does your fee for this purpose that the bor- 


rower pays or the contractor pays cover it throughout the United 
States? 
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Mr. Mason. Senator, we—— 
Senator Carpenart. You get a fee, do you not, for this purpose? 


Mr. Mason. When we get a fee for insuring a loan, that fee does 
not cover all our costs. 


Senator CaPeHart. It does not? 

Mr. Mason. We recover these costs in the first payment that is 
made, the first yearly payment that is made as part of the mortgage 
insurance fee. 

Senator Capenart. For all this service you render in estimating 
replacement costs everywhere in the United States, are you reim- 
bursed by private industry for the total cost? 

Mr. Mason. We are eventually but not before the job is done. 

Senator Carpenart. I understand, but you eventually get all your 
money back? 

Mr. Mason. Yes, we do, sir. 

Senator Carenart. In other words, this estimating you are talking 
about does not cost the taxpayer one penny? 

Mr. Mason. It does not; no, sir. 

Senator CaPrHnart. It is paid by the people participating in the 
FHA program? 

Mr. Mason. It is, as are all FHA services. 

Senator CaPpeHartT. Do you feel you have sufficient staff to do a 
really good job? 

Mr. Mason. This is a hard question to ask a bureaucrat, Senator. 
I believe that our staff in this regard is adequate, yes, sir. 

Senator CaprHart. What is your understanding of section 515 
of the' Housing Act? Do you have a copy? 

Mr. Mason. Sir, this part of the Housing Act is used continually 
in all of our programs. In an ordinary house loan, if the builders or 
the homeowners are not satisfied with the amount of our commitment, 
he comes in and talks to us just the way the military came in and talked 
to us on this score. 

I was interested in Senator Lehman’s fear that we might give too 
great a spread. I do not have that fear, because | know too much 
about my FHA valuators. I have a feeling that we have certainly 
been castigated enough times in the last year about our caution and 
so on so that other people have this same respect for our sticking up 
for what we think. ~ 

Senator CaAPEHART. How many times would you say in the course 
of a year that people object to your appraisals and come in and 
discuss it with you and you change them if they give you sufficient 
facts to warrant? In every respect. All over the United States. 

Mr..Mason. Senator, this would be a difficult question for me to 
answer. Like General Brown, I would have to go back and file a 
statement. I have 75 insuring offices. 

Senator Caprnart. Does the gentleman on your right handle it? 

Mr. Mason. I have 75 insuring offices, and the directors in these 
offices are the people who make these judgments, and I would have 
to go to them and ask them. 

Senator CapeHartr. But you say it is widespread? 

Mr. Mason. I say the privilege to do it is widespread ; yes, sir. 

Senator Capenart. Even on one house? 

Mr. Mason. On one house. 

Senator Capenart. And even where 
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Mr. Mason. I do not want to infer, however, that our. estimates 
are so wrong that it is done a lot, because I am sure that is not the 
case. 

Senator Payne. You are not infallible, however? 

Mr. Mason. That is what we are trying to say. 

Senator Capenarrt. Is it section 515 under the act that gives you 
the authority to do this? 

Mr. Masovr. It’s section 515, yes, sir. 

Senator SpARKMAN. Does that apply to title 8 housing as well? 

Mr. Mason. In our estimation. 

Senator SpARKMAN. Is it true it applies across the board? 

Mr. Mason. We believe it does, and it was under that basis that 
we made this agreement with the military and giving them really just 
the same privileges that we would give any ordinary applicant for 
mortgage insurance. 

Senator CapeHarr. The law under which you insure all mortgages 
comes within section 515? 

Mr. Mason. Yes, sir. 

Senator CAPEHART. Both the military as well as all the other titles? 

Mr. Mason. All the programs of FHA. 

Senator SpARKMAN. May I interject this thought——— 

Mr. Mason, Excepting title 1, I guess. 

Senator SparKMAN. There is this difference in the other housing: 
There is a contractual relationship between the purchaser of the hous- 
ing and the builder. The purchaser does not have to pay if he thinks 
these charges have been too high. But military housing is being built 
for the Government, and the Government is going to have to pay 
whatever that cost is. 

Mr. Mason. That is correct, sir, But as General Brown pointed 
out, there are occasions when it would be really to the advantage of 
the military, rather than to throw the bids out, to be sure first—and I 
think this is the point—that there is not something in the FHA 
estimate that was not infallible, that was in error and could be 
looked at. 

This was not done in any way as just a means of taking a figure we 
had arrived at and increasing that figure arbitrarily. It was done 
because our estimators honestly believed that there could be a differ- 
ence of opinion on the two points where the changes were made, 

Senator SPARKMAN. We were just discussing the fact that section 
515 relates to commitments. I assume you take it that in the case 
of military housing, while there is no application for commitment, it 
does amount to a statement on your part which you deem binding as 
to what FHA is willing to insure the property for? 

Mr. Mason. That is correct, sir. 

Senator SpARKMAN. And even though it is not a commitment in the 
sense that it is in dealing with private housing, you take it:to have the 
same binding effect on FHA? 

Mr. Mason. That is what my legal staff has told me is proper. 

Senator Capenart. Well, it is a good thing that it is, is it not? 
If it is not, we ought to change the law to make it legal. 

Mr. Mason. Yes. 

Senator Capenart. If there is any question about it at all, I think 
we ought to change the law. 
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Mr. Mason. If there is any question. I mean, as you gentlemen 
know, we are trying to run this program in accordance with your 
wishes, just as we run all of your programs. And if we have some 
miseonception about this, we ought to know about it. We work very 
— with your staff trying to keep continually in line with your 
wishes. 

Senator SpPaRKMAN. You heard my statement that I had no pre- 
conceived idea that this should be criticized but I thought it was 
something we needed to look into, particularly since this is more or 
less a pat eae 

Senator CarpnHartr. At the beginning of the program we want to 
get off on the right foot. 

Mr. Mason. [ did, sir, and I concur in that, and I feel just the same 
way about running my agency. I want to look at things and be sure 
they are being done properly. 

Senator SPARKMAN. We want to be sure that any adjustment 
— certainly was based upon concrete facts and not just an arbitrary 
lifting. 

The thing that puzzles me in this, and you can probably clear this 
up. There were two principal increases, percentagewise at least. 
One was the increase in the financing cost. That was stepped up 
from 1 to 1.5 percent I believe of the total contract, which gave a 
substantial increase. And the other one was stepping up overhead 
from 2 percent to 3 percent. 

Were there costs shown completely to your satisfaction that those 
increases were justified and were not just arbitrarily applied in order 
to increase the figure that you were willing to insure for? 

Mr. Mason. Senator Sparkman, I brought up my director of my 
Fort Worth office. He was the man who sat there and looked at 
these. And I thought you should hear directly from him. 

Senator SpaRKMAN. Fine. 

Mr. Mason. So you would feel even surer about it than if I relayed 
his information to you. Mr. Dee. 

Mr. Der. Yes, sir, I feel that much consideration was given. We 
started this project and went along as the instructions were being 
written. It was the first one. We had no background forit. In our 
survey, our cost section determined that overhead in projects of this 
size that were being built under contract ran from 2 to 4 percent, so 
we decided in the beginning to take the most conservative figure, to 
take the 2 percent. 

As the thing developed and inspections became a big question, we 
presumed FHA would make the inspections. When it was determined 
that FHA did not make the inspections, the contractors came by and 
told us that-the unknown quantity of who would make the inspections 
would increase their overhead. It also involved the question of 
their monthl¥ advances. Under the old title 8 and on project mort- 
gages, we have an inspector stationed on the project who registers 
to our way of thinking the progress percentagewise. And from that 
percentage the contractor makes his application for his monthly 
advance. 

Now, under the new setup, the contraetor must go through an 
inspection service that is not familiar with the FHA procedures and 
through a contracting officer at the base and ‘then to FHA, ‘so he 
experiences a delay, and, in all probability, the administrative work 
that he would not have had to go through under the old setup. 
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So in balancing all these things again, we had nothing concrete to 
go on except our survey and the information we had, and we felt that 
we were in all probability too conservative at the 2 percent and went 
to 3 percent. 

Senator Caprenart. You found that the general allowance for over- 
head was 2 to 4 percent? 

Mr. Dur. That is right. 

Senator Caprnart. You went on 2 percent originally and then 
increased it to 3? 

Mr. Der. Yes. 

Senator CapreHart. That changed the total contract how much in 
dollars? Do you remember? 

Mr Des. In the neighborhood of $100,000. A little in excess of it. 

Mr. Mason. I could perhaps say for the committee’s information, 
although I am sure that you know this, that under our program. the 
Army or the Armed Forces—the ‘military’ I guess is the better 
term—is doing the inspection work on these projects. And they are 
getting the inspection fees that are in these projects also for doing 
that work. 

Mr. Dee points out that this is a departure for the contractor. He 
feels a little hesitancy, and naturally enough, in a new approach, a 
new program, and wants to be sure that he is not buying something 
that he does not know about. He wants more money to do it this 
way. 

Senator SpaRKMAN. I notice in the letter that Mr. Dee wrote to 
Mr. Lavell 

Mr. Des. That is our chief underwriter. 

Senator SpaRKMAN. Dated January 30, 1956, these two items that 
I have referred to are covered—that is, increasing the finance charge 
from 1 to 1.5 percent. You show there that effort had been made for 
financing and that the lower figure was the 1.5 percent. 

Mr. Der. That is right. Interim financing, sir. 

Senator SpaARKMAN. Yes. The second item is about the overhead. 
You bring out the difference in the inspection work. That is what you 
were referring to, was it not, Mr. Mason? 

Mr. Mason. Yes, sir. 

Senator SparKMAN. As to the ambiguity so far as inspection was 
concerned, cannot that be taken care of in giving the estimates do 
you think? 

Mr. Der. I think it can, Senator. When that fact becomes known. 

Senator SPARKMAN, It seems there was an actual misunderstanding 
here with reference to that item. 

Mr. Dux. That is right. The bidders were all under the impression 
that FHA were going to make inspections. And as these memorandum 
agreements came forth, the thing changed. And, in fact, in the Abilene 
deal, up to a little over 2 weeks ago or a week ago, there has been con- 
versation but I do not believe a contract has yet been let for the 
inspection services. They were talking about letting it to the original 
architect-engineers who planned the project. 

Senator SparKMAN. Are there any other questions? 

Senator Capenart. No. 

Senator SpARKMAN. Senator Payne? 

Senator Payne. No. 
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Senator Sparkman. I would like to leave the record open. We 
may direct some questions, Mr. Mason, to FHA. We may also direct 
some to the military, asking certain specific questions that we may 
incorporate in the record. 


(The letters addressed to the agencies, and their replies follow:) 


SENATE COMMITTEE ON BANKING AND CURRENCY, 
SuBCOMMITTEE ON HovusING, 


Washington, D. C., March 1, 1956. 
Hon. CHarues E. WILson, 


Secretary of Defense, 
Washington 25, D. C. 


Dear Mr. Secretary: As you know, the Subcommittee on Housing of the 
Senate Banking and Currency Committee held hearings on February 27, 1956, 
in order to acquire some familiarity with the circumstances surrounding the 
award of a contract for the construction of military housing at Abilene Air Force 
Base, Abilene, Tex., pursuant to title VIII of the National Housing Act. 

Time did not permit the subcommittee to obtain all of the information deemed 
necessary. It was, therefore, ordered that the record be held open for 10 days 
in order that additional information could be obtained. 

It would be appreciated if the Department of Defense would submit replies to 
the following questions in order that the record may be completed: 

1. Without regulations defining ‘‘a narrow price range,” as used in paragraph 
1 of section 9 of a memorandum of agreemert between the Department of Defense 
and the Federal Housing Commissioner, how do the military departments deter- 
mine that they are justified in asking for a review of the FHA’s replacement costs? 

2. What constitutes a narrow price range and does section 9 contemplate that 
bids be within a narrow price range of each other without reference to replacement 
cost, or does a narrow price range also require that bids be within a certain range 
of replacement cost before the military departments request a review by FHA? 

3. What are the relative advantages and disadvantazes between the present 
procedure of furnishing bidders with FHA’s estimate of replacement cost and 
announcing FHA’s estimate at the time the bids are opened? 

4. It was testified that the architects and engineers compute the estimated cost 
of construction. Are these estimates compared with the estimated replacement 
cost computed by the FHA? Were the architect’s estimates furnished to the 
FHA before the FHA released its estimated replacement cost? 

5. Was the architect’s estimate of construction cost with respect to the Abilene 
Air Force Base project in line with the FHA estimated replacement cost? If 
these two estimates were not in line, what was done to resolve the differences 
before the issuance of FHA’s appraisal and eligibility statements? 

6. It was testified that the proposed construction at the Abilene Air Force Base 
is based on redesigned plans and specifications. Are there any other projects 
contemplated where the plans and specifications are being redesigned from those 
originally designed for construction with appropriated funds or under the Wherry 
Housing Act? If so, what is the amount of each architect and engineering con- 
tract and how does the unit cost of architect services compare with the unit cost 
of similar services for newly designed housing? 

7. Why is it not feasible to use the approved plans and specifications designed 
for one project on other military installations in the same geographical area, 
thereby avoiding a duplication of expense for architectural and engineering 
service? 

General Brown, of the Department of the Air Force, agreed to furnish for the 
record a memorandum cantiton the similarities and the differences between your 
procedures in constructing housing under appropriated funds and under title VIII, 
and a memorandum with respect to the computation of architects and engineers 
fees contracted to be paid for plans and specifications for the military housing 
project at Abilene Air Force Base. 

These memoranda together with any additional statements you care to make 
for the record may be submitted, together with your replies to the above ques- 
tions. 

Sincerely yours, 


JOHN SPARKMAN. 
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ASSISTANT SECRETARY OF DEFENSE, 
PROPERTIES AND INSTALLATIONS, 
Washington 25, D. C., March 16, 1956. 
Hon. JOHN SPARKMAN, 
Chairman, Subcommittee on Housing, 
Committee on Banking and Currency, 
United States Senate. 

Dear Mr. CyHatrMan: With reference to your letter of March 1, 1956, the 
following information is provided in response to your questions relative to the 
award of a contract for the construction of military housing under title VIII of - 
the National Housing Act at Abilene Air Force Base, Abilene, Tex. 

Question 1.— A ‘‘narrow price range,’”’ as used in section 9 of the Department 
of Defense-Federal Housing Administration memorandum of agreement, will 
necessarily be a matter of judgment by the military contracting officer, who is 
thoroughly experienced in such matters, based on critical analysis of bids sub- 
mitted by qualified builders. If analysis reveals that reasonable bids within a 
narrow price range are in excess of the FHA estimated replacement cost, but less 
than the allowable maximum of $13,500 per unit, the contracting officer might 
reasonably request FHA to reevaluate its estimate of cost. It is understood, of 
course, that the request to FHA is for the purpose of ascertaining whether all of 
the components included in the total estimated replacement cost properly reflect 
current conditions in the location of the proposed construction and that unless it 
appears to FHA that changes are warranted, there would be no recomputation. 
Moreover, unless at least one bid, after subtraction for any “‘deductive’’ items 
specified in the bidding instruments, is below the allowable maximum of $13,500 
per unit, there would be no request for recomputation by FHA since there is no 
legally acceptable bid. Under these circumstances, either the project is not 
feasible or substantial reengineering and replanning must take place, and an 
entirely new FHA total estimated replacement cost will be required on the basis 
of the modified project. 

Question 2—A “narrow price range’”’ cannot be defined precisely in terms of 
percentage variations because of the numerous factors involved in judgment. It 
should be noted that the range for the 3 low bids on the 944-unit project at Abilene 
was only slightly more than 1 percent, but in smaller projects a proportionately 
greater difference might be expected. Section 9 of the DOD-FHA agreement 
contemplates that bids will be within a narrow range of each other without 
reference to the extent of variation from replacement cost. Effective bids 
naturally fall within a narrow range because the services tend to design up to the 
authorized limit of $13,500 and because the amount of a contract award cannot 
exceed the FHA estimate of total replacement cost. 

Question 3.—Furnishing prospective bidders with FHA’s estimate of replace- 
ment cost is advantageous because it provides a yardstick which each may use to 
judge whether his proposed bid is within a reasonable range of the maximum 
insurable mortgage. This procedure actually serves to broaden the base of 
competition because by it all interested parties are informed of the target against 
which they must bid. If this information were withheld, the number of effective 
bidders would be restricted to those who could calculate the total estimated cost 
with considerable accuracy because of their familiarity with FHA procedures and 
the ratio of certain fixed charges to the total replacement cost. The Department 
of Defense is not inalterably opposed to revision of this procedure, but it is-be- 
lieved that consideration of such action should be deferred until more experience 
has been gained. 

Question 4.—In developing plans, specifications and cost estimates for a title 
VIII project, the architect-engineer is required by contract to maintain close 
liaison with FHA as the work progresses. Thus, each is aware of the other’s 
computations even though they are arrived at independently. In any event, the 
two estimates should be very close because each is based on Department of Labor 
wage-rate determinations and on known costs of materials and equipment Jin the 
area where the project is to be located. 

Question 5.—At Abilene, the architect-engineer’s estimate of cost was very close 
to the FHA estimate. This resulted from close cooperation between the two 
parties and from equal awareness of known local construction costs. An excessive 
spread between the architect-engineer and FHA estimates would always be 


resolved by reappraisal prior to advertising for bids. 

Question 6.—There are at least 25 projects (7 for Army and 18 for Air Force) for 
which plans and specifications are being redesigned from those originally devel- 
oped for construction under the Wherry program. Exact amounts of A—E con- 





MILITARY HOUSING AT ABILENE AFB 37 


tracts are not available at this time, but the Services have been requested to report 
this information as soon as possible. Differences in costs of A—E services under 
these two programs are to be expected because more expensive housing is permitted 
under the new Title VIII authority than under the Wherry program and because 
the A-E contract amount bears a direct relationship to the total replacement cost, 
However, it should be noted that in each case, which has involved redesign of a 
Wherry plan, the Government has realized a saving because redesign has been 
accomplished by adding a relatively small amount to the original A—E contract. 
Had this not been done, it would have been necessary to scrap the original design, 
which had been paid for in full, and to pay the entire cost of a completely new 
design. 

Question 7.—Approved plans and specifications for dwelling units may be used 
at other military installations in the same geographical area, but this will not 
eliminate entirely the expense of A—E services because the actual design of the 
structure is estimated to be only 20 percent of the total A-E fee. The balance 
of the fee comprises topography and boundary surveys, site planning, engineering 
design of gas, sewer, drainage. grading and landscaping, inspection and supervision. 
Use of project plans in entirety is not feasible because of variations in project 
composition (numbers of units for officer and enlisted personnel), shape and 
orientation of available sites, locations for existing roads and utilities, differences 
in terrain, etc. However, each of the services is continuing to experiment on 
utilizing standardized structural designs at more than one installation, although 
to date results in most cases have not been favorable for the reasons cited above. 
On the other hand, conversion of plans from appropriated fund development to 
the new Title VIII program at one location has proven more successful. In the 
case of an Army project at Fort Carson, Colo., the saving was considerable, with 
the principal expense being for redesign of floor supports and resiting of some 
buildings to meet FHA requirements. 

I trust that this information will meet your requirements, and we will be pleased 
to provide any further assistance which you may desire. 

Sincerely yours, 
Rocer W. FULLING, 
Acting. 


SENATE COMMITTEE ON BANKING AND CURRENCY. 
SUBCOMMITTEE ON HOUSING, 


Washington, D. C., March 1, 1956. 
ALBERT M. Co_e, 


Commissioner, Federal Housing Administration, 
Washington, D. C. 

DeEAR CoMMISSIONER CoLeE: As you know, the Subcommittee on Housing of the 
Senate Banking and Currency Committee held hearings on February 27, 1956, 
in order to acquire some familiarity with the circumstances surrounding the award 
of a contract for the construction of military housing at Abilene Air Force Base, 
Abilene, Tex., pursuant to title VIII of the National Housing Act. 

Time did not permit the subcommittee to obtain all of the information deemed 
necessary. It was, therefore, ordered that the record be held open for 10 days in 
order that additional information could be obtained. 

It would be appreciated if the FHA would submit replies to the following ques- 
tions in order that the record may be completed. 

1. What were the “‘concrete factors” that led to the determination by FHA that a 
2-percent allowance for overhead and a 1-percent allowance for financing were 
proper when the original estimate of replacement cost was developed for proposed 
construction at Abilene Air Force Base? 

2. What were the “concrete factors” that required a review some 6 weeks later 
leading to the determination that a 3-percent allowance for overhead and a 
1%-percent allowance for financing were proper? 

3. What procedures are actually followed by FHA to determine the correct 
percentage for such items as builder’s profit and general overhead before issuing 
an appraisal and eligibility statement? 

4. Has FHA clarified its position with procedures or regulations to be followed 
in reexamining its estimated replacement cost? 

5. If regulations are to be issued, does FHA intent to control administratively 
the areas of reexamination and limit the extent to which it will increase its estimate 
of replacement cost? 

6. Eleven bids were submitted for construction at Abilene. Despite the fact 
that none of these were equal to or below FHA’s original ‘‘replacement cost,’ 
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a contract was awarded. Do you believe that this award will be regarded as a 
precedent by FHA or bidders in the future, to the end that FHA’s estimate of 
replacement cost will cease to be a controlling factor? 
If there are any additional statements you care to make for the record, you may 
submit them together with your reply to the above questions. 
Sincerely yours, 
JoHN SPARKMAN. 


FEDERAL HovusinGc ADMINISTRATION, 
Washington 25, D. C., March 9, 1956. 
Hon. Joun J. SpARKMAN, 
United States Senate, 
Washington, D. C. 

My Dear Senator SparRKMAN: In reply to your letter of March 1, 1956, to 
Administrator Albert Cole, the following additional information is submitted in 
answer to the six questions you have asked regarding the bidding and award of a 
contract for construction of military housing at Abilene Air Force Base, Tex.: 

1. Question. What were the “concrete factors” that led to the determination 
by FHA that a 2-percent allowance for overhead and a 1-percent allowance for 
financing were proper when the original estimate of replacement cost was devel- 
oped for proposed construction at Abilene Air force Base? 

Answer. As stated in the enclosed memoranda of Mr. Hogue and Mr. Hatcher, 
the estimates were based on experience with previous housing projects under other 
FHA titles and existing construction conditions. The 2-percent allowance for 
overhead and 1-percent allowance for financing were considered very conservative 
figures during the October-November period of 1955 when the original estimate of 
replacement cost was developed, and before the final memorandum of agreements 
were signed specifying all the conditions of the contract specifications. 

2. Question. What were the ‘‘concrete factors’ that required a review some 
6 weeks later leading to the determination that a 3-percent allowance for overhead 
and a 114-percent allowance for financing were proper? 

Answer. Referring again to the enclosed memoranda of Mr. Hogue and Mr. 
Hatcher, and the memoranda of FHA Director Dee and Chief Underwriter 
Lavell, it was determined after the bidding that actual financing expense would 
at least equal the statutory maximum of 1% percent, and due to the unknown 
quantity of military inspections it was advisable to increase the overhead to 3 
percent which was still well below the maximum 5-percent figure often used in 
the construction business, in this area. 

The four enclosed memoranda review in detail the facts that led to the decisions 
referred to in questions 1 and 2. 

3. Question. What procedures are actually followed by FHA to determine the 
correct percentage for such items as builder’s profit and general overhead before 
issuing an appraisal and eligibility statement? 

Answer. Builder’s profit and general overhead are established in accordance 
with customary practice in the area, and left largely to the discretion of the field 
office director who is familiar with conditions in his territory. A figure of 10 
percent is considered the maximum for builder’s profit, and on the Abilene project 
this was figured at 5 percent, a very conservative figure. 

4. Question. Has FHA clarified its position with procedures or regulations to 
be followed in reexamining its estimated replacement cost? 

Answer. This matter is set forth in the memorandum of agreement, article IV, 
section 9. Upon request of the military to reexamine the statement and upon 
evidence of supporting data, the field office director will reexamine, but any 
change up or down must be justified by the facts disclosed in the review. There 
can be no set formula or percentage to follow on this. 

5. Question. If regulations are to be issued, does FHA intend to control ad- 
ministratively the areas of reexamination and limit the extent to which it will 
inerease its estimate of replacement cost? 

Answer. FHA does not, at present, intend to issue a regulation that sets a 
maximum area or limitation to increase or decrease the estimated replacement 
cost. To do this would invite bidders to increase their bids to the maximum 
limit that FHA would raise its replacement cost. 

6. Question. Eleven bids were submitted for construction at Abilene. Despite 
the fact that none of these were equal to or below FHA’s original ‘‘replacement 
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cost,” a contract was awarded. Do you believe that this award will be regarded 
as a precedent by FHA or bidders in the future, to the end that FHA’s estimate 
of replacement cost will cease to be a controlling factor? 

mswer. No. This being the first title VIII project, bidders were not fully 
acquainted with procedures, nor familiar with bid limitations. There may have 
been some confusion with the old Wherry Act or appropriated fund housing as the 
actual bidding was under control of the Military. 

FHA fully intends to administer the title VIII Housing Act according to the 
intent of Congress, and invites suggestions and guidance from the committee at 
all times to clarify any misunderstanding FHA may have in regard to the exact 
congressional intent. 


Sincerely yours, 
Norman P. Mason, Commissioner. 


OrFicE MEMORANDUM 

JANUARY 30, 1956. 
To: E, M. Lavell, chief underwriter. 
From: Edward J. Dee, director. 


Subject: Projects 113-81001 and 113-81002, Abilene Air Force Base Housing, 
Abilene, Tex. 


We have been requested by the Air Force to review appraisal and eligibility 
statements issued in connection with the captioned projects by letter dated 
January 27, 1956. 

As you are aware that upon receipt of this request we talked in conference with 
Mr. Alfred Jarchow and Mr. Kixmiller of the Washington staff to determine 
whether or not it would be appropriate to consider such request. Mr. Jarchow, 
in conversation, requested that the determination as to appropriateness be 
obtained from Mr. Kixmiller, however, he did state that since 12 bids were re- 
ceived all in excess of our estimate of total replacement cost, same would indicate 
that there was a preponderance of evidence indicating that such consideration as 
requested by the Air Force would be appropriate. 

He more specifically indicated that our determination as to financing expense 
was narrow and that same should be figured at 1% percent rather than 1 percent. 
The writer is of the same opinion for during the course of conversation by con- 
tractors of this invitation we were apprised of the fact that the large financial 
institutions in the East, to name a few—the First National Bank of Boston, the 
Irving Trust Co., Bankers Trust, and other such institutions had indicated that 
if they were to consider making the loan, same would require the 144 percent. 
We likewise know that the First National Bank of Fort Worth at the request of 
their correspondents, the Farmers & Merchants State Bank of Abilene attempted 
to place the loan for one of the bidders and were unable to obtain a quotation in 
an amount less than 134 percent. 

As you no doubt are well aware, at the time that we processed the original 
requests we were of the opinion that the FHA would make the compliance in- 
spections. After appropriate instructions had filtered through we were apprised 
of the fact that we would not make the inspections but rather that the using arm 
of the Department of Defense would make appropriate arrangements for same. 
All builders who bid the project or even considered same indicated that this 
unknown quantity caused them to give consideration in determining the estimate 
of cost to a greater percent for overhead than they would normally figure where 
the inspection factor was a definite and known quantity. I therefore feel that 
our estimate of 2 percent for overhead was a shade on the conservative side and 
recommend that we use a figure of 3 percent due to the foregoing facts. 

Mr. Kixmiller, in his conversation, you will recall directed us to proceed with 
the reconsideration as it was his feeling that such reconsideration would be in 
the best interests of the Commissioner, and he further advised that he would 
authorize such action in writing but would be unable to do same until Monday, 
January 30, 1956. 

In summary then, it is recommended that we use 1}4 percent financing expenses 
in lieu of 1 percent and that we use the figure 3 percent! in lieu of 2 percent and 
make other appropriate adjustments necessitated by such change. . 


Epwarp J. DEE. 


1 Penmed notation: General overhead. E. M. L. 
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OrricE MEMORANDUM 
JANUARY 27, 1956. 
To: A. E. Crump, Chief Valuator. 
Irving Hale, Chief Land Planning Consultant. 
Walter L. Hogue, Construction Cost Examiner. 
G. C. Martin, Jr., Acting Chief Architect. 


From: E. M. Lavell, Chief Underwriter. 


Subject: Projects 113-81001 and 113-81002, Abilene Air Force Base Housing, 
Abilene, Tex. 


Confirming information that has already been given to you orally, bids were 
opened yesterday and the following bidder proposes to build both projects as 
proposed in the approved working drawings and specifications for $12,493,974. 
The low bidder’s name is C. H. Leavell Co.-Dan R. Ponder, Inc., a joint venture. 
This bid is approximately $177,000 above the FHA estimate of cost to construct 
both projects 

Orally, we have agreed to reconsider our determination made 60 days ago and 
this is te request Architectural Section to initiate steps to recheck cost estimate 
to determine whether or not any increases in cost may be justifiable by reason of 
increase in cost of materials or labor, or by reason of oversight or error. 

As a result of the conference held today among members of the Architectural 
Section, Mr. Hogue, Construction Cost Examiner, Mr. Hale, Chief Land Planning 
Consultant, Mr. Dee, and the undersigned, it is hereby admitted that an increase 
in general, overhead is justifiable for the following reason: 

At the time this cost estimate was developed it was assumed that all construc- 
tion inspections were to be made by members of the Architectural Section of the 
Fort Worth Insuring Office. Since the cost estimate was developed and appraisal 
and eligibility statement issued we have been advised that no inspections will be 
made by FHA personnel. 

In faet it is not determinable at this time who will make the inspections. 

It is common knowledge that contractors bidding on these projects, for good 
and sufficient reasons, would prefer to construct these projects under the super- 
vision of FHA construction inspectors. 

Because some other individuals or agency will make these construction inspec- 
tions during construction, it is also common knowledge that the builder’s general 
overhead will be greater and all bid prices have been increased to take this into 
consideration. 

For this reason it has been determined that we are justified in inereasing the 
general overhead by 1 percent. Therefore, in your reconsideration please refigure 
the total estimated replacement cost by using a 3-percent general overhead in 
lieu of 2. 

In this reconsideration the Chief Land Planning Consultant is requested to 
review his cost estimation for the same reason. 

As soon as cost estimation work is completed, please pass to Mr. Hatcher for 
revision of the 2264 insofar as page 3 is concerned and let me have the results as 
soon as possible, giving this work precedence over all other. 


E. M. Laveuu, Chief Underwriter. 


Fresruary 15, 1956. 
To: Edward J. Dee, Director. 
From: Walter L. Hogue, Construction Cost Examiner. 
Subject: Changes of Cost as Shown on Forms 2412, Projects 113-81001 and 
113—81002, Abilene Air Force Base Housing, Abilene, Tex. 


The change in costs as shown on the amended forms 2412 for projects 113-81001 
and 113-81002 are due to a 1l-percent increase in overhead, raising the builder’s 
overhead from 2 percent, which was previously used, to 3 percent. 

Upon inquiry, as to builders’ overhead, I talked to Mr. Lowell Renfroe, a 
project builder, and Mr. David Castle, an engineer, about a legitimate overhead 
fee for such a project. Both were of the opinion that a 2 percent to 3 percent 
should be sufficient. 

After returning to Fort Worth from Abilene, I called Mr. Allen Butler, FHA 
cost examiner in the Dallas office, to see what they had allowed for overhead on 
some recent military housing projects.they had processed. I was told by him that 
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it varied from 3 to 5 percent depending on the size of the project. This informa- 
tion was given verbally to Mr. Conger, then Chief Architect. At the time we 
madeup the forms 2412 I was informed by Mr. Conger that it had been determined 
that a 2-percent overhead would be used. 

After processing was completed some of the office personnel, including myself, 
had occasion to talk to some builders who were interested in bidding on the 
project and after their finding that FHA personnel would not make the inspections, 
stated that it would cost the builder more to build the project under the Army 
or Air Force inspections than under FHA inspections since the Army or Air 
Force had no regular staff of inspectors experienced in residential construction. 
It was the opinion of thse builders that inspections made by personnel other than 
FHA would cost an additional $150,000 or approximately 1 percent more overhead. 
I believe this information to be one of the determining factors in making the 
change from the 2-percent overhead to 3 percent. 

The difference in cost of new utilities and landscaping between the old and 
amended form 2412 for project 113—81001 is the result of the increase in overhead 
to 3 percent and amounts to a difference of $7,871. On project 113—-810602 the 
difference in these items on the old and amended forms 2412 amounts to $7,659. 

The difference in cost of structure between the 2 and 3 percent overhead is 
$48,056 on project 113-81001. On project 113-81002 this difference in cost 
amounts to $45,654. 

And of course the total cost of builder’s fee increased on project 113-81001 by 
$2,797. On project 1138-81002 the increase amounted to $2,665. 

Performance bonds and architect’s fees were not changed. 

The total difference in our cost reflected by the change in 2412s was $58,724 
for project 113—81001 and for project 1138-81002, $55,978. 

In changing our overhead from 2 to 3 percent and refiguring the cost on this 
basis it was found that on landscaping for both projects we had not included the 
2-percent overhead. Therefore a full 3-percent increase in this cost is shown in 
our figures due to the fact that we had this error in our previous processing. 

If further information is needed or clarification of these figures desired, I will 
be glad to corporate in every way possible. 

Water L. Hocus, 
Construction Cost Examiner. 


FEBRUARY 15, 1956. 
To: Mr. Edward J. Dee, Director. 
From: A. B. Hateher, Jr., Assistant Chief Valuator. 
Subject: Financing Expense on Projects 113—81001 and 81002. 


This memorandum is written at your request to outline the cireumstances bring- 
ing about the conclusion that a 1-percent financing expense was appropriate at 
the time the original reports were made on the above projects on December 12, 
1955, and that 1-percent financing expense was appropriate at the time the 
amended reports were made on January 30, 1956. 

First, consideration should be given to the original 1 percent figure used in the 
December 12, 1955, report. At the time of that processing which was started 
early in September 1955 no previous experience in the financing of this type of 
mortgage was available because this was the first of its kind in the country to be 
processed. Therefore there was no concrete comparison that could be made from 
the appraisal standpoint to determine an appropriate percentage to be used. 
As a result, it was necessary that the judgment of the appraiser be brought into the 
picture: The procedure that I followed in this particular case was to contact 
brokers in Fort Worth who have handled multi-family loans in the past, asking 
them their opinions as to whether a financing expense would be charged im obtain- 
ing permanent financing for this type of a mortgage. It was the general consensus 
of opinion that a charge would be made but nobody wanted to make a prediction 
as to the exact amount of the charge. So it seemed logical to me to believe that 
some financing expense would be appropriate. However, it did not seem logical 
to believe that such expense should be put into the project analysis at the maximum 
allowable figure of 1}4 percent since no previous experience was available on which 
toreiy. At the time the report was finally completed on December 12, 1955, there 
was nothing to indicate any warranted changes in the conclusions reached during 
the processing period. . 
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Second, the revised figure of 1% percent that appears in the report dated Jan- 
uary 30, 1956, was based on information relayed to me through the Fort Worth 
director and chief underwriter that quotations had actually been obtained from 
the money market and that there appeared to be no doubt but that a figure of 
1% percent would be appropriate as a result of these quotations. 

All other figures that were changed in the report dated January 30, 1956, as 
compared with the report dated December 12, 1955, are merely the result of apply- 
ing a percentage to a higher figure which came about as a result of increased costs 
and the increased financing expense. 

A. B. Hatcusr, Jr., 
Assistant Chief Valuaior, 


Senator SpaRKMAN. Thank you, gentlemen, very much. 

That concludes the hearings on this subject. The subcommittee 
will proceed to other business. 

(Whereupon, at 11:30 a. m., the subcommittee proceeded to other 
business.) 


x 














